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The controversy precipitated by President Roosevelt’s 
proposals for the reorganization of the federal judiciary 
laid before the Congress of the United States on Feb- 
ruary 5, 1937, has had a genuine educational value for all 
sections of the American public. The discussion has 
shown the value of the Supreme Court as a stabilizing 
and corrective institutional factor. But it has also demon- 
strated the doctrinal instability just beneath the surface 
in sO many important opinions and rulings of the court, 
and has made plain the presence of an important legisla- 
tive or law-creating factor in the court’s work. 

A superficial glance at the present political scene 
would perhaps lead one to believe that the constitutional 
battle of 1937 had resulted in a decisive victory for the 
supporters of the present legal organization and status 
of the Supreme Court. Further reflection suggests, how- 
ever, that the battle was broken off partly because the im- 
mediate objectives of the President and the so-called lib- 
eral school of constitutional interpretation had been at- 
tained through the radical change in the trend of judicial 
opinion, manifested by the decisions of the Supreme 
Court in April and May, 1937, upholding the constitu- 
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tionality of the National Labor Relations Act and the 
Social Security Act, and partly because a widespread 
sentiment had made itself apparent throughout the coun- 
try that the method of increasing the number of the Su- 
preme Court Justices by an ordinary statute of Congress, 
without any sort of referendum to the people of the 
United States, was a sort of abuse of the legal power of 
Congress, and dangerous as a precedent. The resigna- 
tions of Mr. Justice Van Devanter and of Mr. Justice 
Sutherland have given President Roosevelt for the first 
time an opportunity to appoint new members to the Su- 
preme Court, and the appointees selected seem likely to 
adopt views that will consolidate the position of the ma- 
jority group that favored a very liberal interpretation of 
the powers of Congress. There is little need for the 
President to renew his sponsorship of the proposals of 
1937 in order to secure constitutional support for ad- 
vanced legislative programs. 

It remains true, however, that in the view of many 
of the President’s supporters the constitutional issue was 
dropped, but not settled. From the conservative view- 
point, the struggle appears to have been damaging to the 
prestige of the court and to the consistency of its rulings 
on constitutional problems. Furthermore, one is tempted 
to ask: must there not have been a real fire where there 
was so much smoker Is there not some fundamental 
factor in the causation of the recurring quarrels between 
the political branches of the government and the courts, 
that can be eliminated by considerate and orderly meth- 
ods? May there not be room for an improvement in our 
governmental system with respect to the organization of 
the courts and the tenure of the judges which can be 
rendered acceptable, and perhaps attractive, to all the 
important schools of opinion? 

We therefore find ourselves at a juncture which seems 
to render possible a reconsideration of the problem of 
the status of the Supreme Court and a reappraisement of 
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the factors involved, with the hope of reaching some so- 
lution for the underlying conflict that may be measurably 
satisfactory to conservatives and liberals alike. 

If we call to mind the various arguments advanced by 
the many able and well-informed writers who opposed 
the President’s plan, four principal arguments may be 
selected from the various considerations presented as the 
arguments which now appear to have had the greatest 
weight from a central or measurably impartial stand- 
point. 

The first of these is the argument that the President’s 
proposals menaced the independence of the court. While 
there has been, and still is, some confusion in the minds 
of those who have advanced this argument as to what is 
meant by “independence,” it may still be admitted that 
the argument is an earnest one, and relates to the vital 
interests of the nation. We do not feel that the Senate 
has lost its independence when new Senators are elected 
and that body is “packed” with members representing 
new political views. Nor do we ordinarily fear that 
commissions newly created are “packed” when they are 
manned with those who have advocated a particular line 
of action for the very commission in question. It is not 
easily to be demonstrated that the presence of new ap- 
pointees on the Supreme Court would involve a loss in 
the legal or practical power of the court to act independ- 
ently. 

On the other hand, it may be said that the independ- 
ence of the court is so important, and so closely related 
to the most vital interests in our form of government, 
that any diminution thereof will be potentially harmful. 
We are reminded that we must put first things first, and 
that the scrupulous preservation of the independent po- 
sition of the Supreme Court is a primary essential in our 
democratic form of government. We are admonished 
that we should allow the widest possible margin of safety 
in regard to this vital interest. It may be urged that there 
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was some risk under the President’s plan that the inde- 
pendence of the judiciary would be diminished, notwith- 
standing that optimistic persons might honestly feel that 
this potential risk would never eventuate in any actual 
result of that character. , 

The second main objection urged by conservatives was 
that the President’s proposals would destroy the stability 
of the court. The argument in this regard has taken at 
times a somewhat fantastic form, and many opponents of 
the President’s plan professed to believe that if the Presi- 
dent’s proposals were adopted in 1937, the result would 
be that the Supreme Court would be reconstituted from 
top to bottom every time a new President was selected, if 
not every time a new House of Representatives was 
chosen. On the other hand, those who have supported 
the President have taken the position that the President’s 
proposals embodied a unique remedy for a unique situa- 
tion. They have asserted with sincerity that there is no 
reason now apparent why such action should ever be 
taken again, as it is not at all like!y that changing condi- 
tions will ever again produce such a serious and general 
discrepancy in opinion between the political and judicial 
branches of the government, and if a really analogous 
situation should ever again arise, it would be one that 
would require in turn a unique remedy. 

A third objection advanced by conservatives that de- 
served weight was that the President’s proposals would if 
adopted injure the prestige of the court. It was urged 
that the power of the judiciary to settle violent disputes 
in the various departments of our national life rests large- 
ly on an intangible prestige which the court has managed 
to acquire through a long period of its history. The Su- 
preme Court also participates in the prestige which the 
English judiciary had developed in the centuries pre- 
ceding the establishment of our own government. This 
prestige rests largely on the belief that the courts are not 
governed by ordinary political influences, and that they 
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are possessed of much special knowledge and carefully 
organized learning, which enables them to dispose of 
controversies on the best and most rational basis. 

A fourth major argument used by the conservatives 
was that the President’s proposal, whatever its merits, 
contemplated such serious and pervasive changes in the 
fundamental structure of the government that it ought 
not to be adopted without a reference of the whole issue 
to some sort of national referendum. It would not be 
necessary, of course, to have a direct vote on the issue by 
the people. But the main principles of judicial reorgani- 
zation might be stated in the form of a constitutional 
amendment and submitted to the legislatures of the sev- 
eral states, or to conventions especially called for this 
purpose in the several states. The people and the press 
would then have an adequate opportunity to discuss the 
merits of the entire reorganization in connection with 
the choice of delegates for these conventions, and in the 
atmosphere of constitutional discussion that would de- 
velop while these conventions were in session. It was 
urged, in a word, that the issue should be referred to the 
people, and that Congress and the President alone should 
not stage a serious attack on the courts without direct 
popular support and ratification. 


The net result of these considerations advanced by 
conservatives in the late constitutional dispute seems 
capable of formulation in a single sentence. What intel- 
ligent conservatives really desire is the submission to the 
people, in the form of a constitutional amendment, of a 
proposal designed to strengthen, and not to diminish, the 
independence of the Supreme Court, to preserve its stabil- 
ity as an institution as against the other great institutions 
existing in our governmental system, and to protect its 
prestige as far as possible from the adverse effects of the 
loss of popular confidence brought about by popular at- 
tacks on the court. 
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Now, what was it that the liberals or the supporters 
of the President’s proposal realiy wanted? At the risk of 
seeming to offer a dogmatic statement, I will say that 
these groups did not desire to destroy the real independ- 
ence of the Supreme Court, nor to diminish its stability, 
nor to injure its prestige. They had certain social and 
economic objectives in mind which do not exert any great 
attraction upon conservatives, but these objectives were 
not directly in conflict with the strictly constitutional 
or institutional interests which conservatives sought to 
protect in relation to the Supreme Court dispute. 

The constitutional interests which the liberals sought 
to protect and advance in the course of the current dis- 
pute may be listed very briefly, as follows: 

First, liberals recognized the necessity of harmony be- 
tween the judiciary on the one hand, and the legislative 
and executive branches of the government on the other. 
Our Constitution does not contemplate a government by 
judges exclusively, and harmony cannot be purchased by 
invariable submission to the judicial will, if that will de- 
clares itself in more and more serious infringement upon 
the spheres historically assigned to politics. Harmony 
does not mean that there should never be a serious differ- 
ence in opinion between the great branches of the govern- 
ment, and it does not mean that the judiciary should 
never enforce its will as against the policies of the Execu- 
tive. But harmony does mean that the three branches 
should work together in measurable accord, so that the 
main lines of policy accepted by great majorities in Con- 
gress, and earnestly advocated by the President, should 
not be repeatedly vetoed by the narrowest possible ma- 
jority in the Supreme Court. The processes of gov- 
ernment and politics must not be brought to a standstill 
in the courts. The function of the courts is secondary 
and corrective, not comprehensive and controlling in 
every aspect with relation to the political development of 
the nation. 
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Second, liberals felt that it was necessary to check the 
tendency of the judiciary to transform its theoretical final 
supremacy into a practical and pervasive control of all 
the operations of government. The fact that the judiciary 
must have the /ast word does not mean that it should have 
the controlling word in practice, for the last word of the 
judiciary may be a word of self-denial, whereby judicial 
jurisdiction is limited in its effect upon political move- 
ments. During the first Roosevelt administration, the 
growth in the judicial supremacy was really very marked. 
Four examples may be given, among many available, to 
illustrate this point. 

A. The judiciary assumed a wholly novel jurisdiction, 
of great scope and immense practical importance, in re- 
straining federal taxes on the ground that the federal 
expenditures were not for the general welfare, as illus- 
trated in United States v. Butler." The power of the 
purse is historically a Parliamentary power. Apologists 
for the courts frequently assert that the courts have 
“neither purse nor sword.” Yet, the judges have begun to 
take over the purse. The broad historical significance of 
this movement was very serious, and it was much more 
readily apprehended seemingly by the liberal groups 
than by their opposite numbers in the conservative ranks. 

B. The judiciary in many cases advanced the doc- 
trine of a “no man’s land” between federal and state 
action, in which neither government could act effectively. 
An example of this tendency was the decision of Moore- 
head v. Tipaldo,’ nullifying the New York minimum 
wage law, in which several highly-colored paragraphs 
laid down the doctrine that the subject of wages was ab- 
solutely untouchable by either the state or federal gov- 
ernments, and that the fixation of wages was illegal, no 
matter what the purpose. 

C. The courts adopted a thoroughly hostile attitude 


1297 U. S. 1, 56 Sup. Ct. 312, 80 L. ed. 477 (1935). 
2298 U. S. 587, 56 Sup. Ct. 918, 80 L. ed. 1347 (1936). 
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toward the “separability” clauses contained in many con- 
temporary federal statutes. They refused to consider the 
possible constitutionality of important and self-sufficient 
paragraphs or sections within these enactments, such as 
the trade regulation provisions in the Guffey Coal Act, 
merely on the ground that they were convinced of the 
unconstitutionality of other provisions in the same statu- 
tory titles, such as the labor provisions in the Guffey 
Coal Act. Chief Justice Hughes recently asserted in the 
Jones-Laughlin Steel Case, that “The cardinal prin- 
ciple of statutory construction is to save, and not to de- 
stroy.” Exactly the opposite characterization might be 
given, however, with reference to the question of separ- 
ability of valid provisions, to very many of the recent 
decisions of the Supreme Court, such as Carter v. Carter 
Coal Company.‘ 

D. The courts have extended the scope of injunctions 
and their primary availability in many sorts of disputes, 
and have enlarged their own jurisdiction and activity in 
this field very markedly. Thus, the judiciary has been 
in practice a more seriously limiting factor on political 
development than at any earlier time in our history. The 
judiciary has not been at a standstill. It has been aggres- 
sive, and its aggressive action has taken a line just op- 
posite to that which the political branches of the govern- 
ment have pursued during the Roosevelt administration. 

Summing up this particular section of the argument, 
it may be said that liberals felt in February, 1937, that it 
was necessary to find some measure that would check the 
tendency of the courts to lift themselves repeatedly by 
their own bootstraps into new fields of judicial power, so 
that the judicial supremacy would become thoroughly 
consolidated, and the political branches controlled in 
every line of action. Such an outcome was never in- 
tended or anticipated by the framers of the Constitution. 


8 301 U. S. 1, 57 Sup. Ct. 615, 81 L. ed. 893 (1937). 
#298 U. S. 238, 56 Sup. Ct. 855, 80 L. ed. 1160 (1936). 
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The judicial supremacy, if pushed to its logical conclu- 
sions, would itself be an unconstitutional development in 
an historical and practical sense. Yet the judiciary had 
gone very far toward such supremacy by February, 1937. 
Is not this position still essentially maintained? The pri- 
mary objection to this course of development has been 
that it puts an artficial and increasing premium on litiga- 
tion in constitutional disputes, and places the Legislative 
and Executive wholly within the power of one of the 
most conservative groups in the country, namely, the 
members of the Bar. A second objection is that these law- 
suits interrupt the natural process of administrative and 
legislative development of projects whose basic nature 
has been merely indicated in outline in the initial legisla- 
tion. Since the vital matter is the law as enforced, rather 
than the law as formally prescribed, the real meaning of 
statutes needs to be established by administrative prac- 
tice. But very frequently, the courts have caused a com- 
plete miscarriage of this process by their hostility to the 
abstract prescriptions of some applicable statute. 

A third major point relied upon by liberals in the 
current discussion was that the judiciary, particularly 
the Supreme Court, needs more frequent infusions of new 
blood, so that the gap between judicial opinion and con- 
temporary political opinion shall not become unduly 
broad. This infusion had not been possible in any degree 
during the first Roosevelt administration because of the 
unprecedented fixity of the membership of the court 
during that period. Attention has frequently been cailed 
to the fact that in previous administrations the President 
has always had, during the course of four years, at least 
one opportunity to appoint a new member to the court. 
Frequently, the Presidents have had an opportunity to 
appoint several new members. And in four administra- 
tions, namely, those of Presidents Washington, Jackson, 
Lincoln, and Taft, the President has been able to appoint 
as many as five new Justices of the Supreme Court, con- 
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stituting in each case a majority of the total membership 
of that court for some years thereafter. This process has 
in several instances been accelerated by the voluntary 
resignation of some of the older Justices in office. 

It was a national misfortune that this process of re- 
tirement of Supreme Court Justices holding over from 
administrations of past years failed altogether in the first 
Roosevelt administration, in a period when the tendency 
toward political and economic change was exceptionally 
strong. The movement of the judiciary was definitely in 
the opposite direction, and many new doctrines were in- 
vented and old principles were given new vitality in 
order to establish more effective judicial checks upon the 
political measures apparently favored by the great ma- 
jority of the people. 

The political branches of the national government felt 
that the policies that they had endeavored to establish 
were exceptionally urgent. The discrepancy between 
judicial and political opinion was exceptionally broad 
and pervasive. There was finally an exceptional failure 
of the processes found efficacious in previous historical 
crises, namely, the retirement or death of some of the in- 
cumbent members of the Supreme Court to make room 
for the introduction of new members in whom the Presi- 
dent and the Congress of the day would have special con- 
fidence. Thus, as a matter of degree, the conflict between 
the judiciary and the political branches became more 
acute than ever before, and it seemed necessary to take 
vigorous action to restore harmony between these con- 
tending forces in the government. 

A fourth factor in the liberal view of the general sit- 
uation should be mentioned, namely, that it was felt that 
the power of the Supreme Court had assumed too per- 
sonal a form; that is, a small group of conservative Jus- 
tices was actually able to push the whole country into a 
reactionary movement through their control of the lower 
courts and the prestige of the judiciary, notwithstanding 








SUPREME COURT AND ROTATION 411 


a very vigorous opposition within the judiciary and with- 
in the legal profession. Actually, it seems fair to say that 
our constitutional law during the first Roosevelt admin- 
istration lacked true objectivity on account of this factor. 
The cause for many of the decisions which the Supreme 
Court has rendered during this period has found its 
source in the will, and not in the intellect, of the majority 
of the Justices. Precedents have been readily overruled 
when they were unfavorable to the views of the majority 
assembled in the particular instance. Seldom has the Su- 
preme Court given itself such a free hand in establishing 
new doctrines, in reversing old and long-established de- 
cisions, and in extending and facilitating the means of 
judcial review of all sorts of constitutional disputes. All 
this, however defensible from the point of view of the 
mere logic of constitutional theory, seemed to give the 
judiciary the character of a supreme political group 
which was actually directing the destinies of the country, 
and with reference to which, the action of the political 
branches was purely recommendatory. Political action 
seemed only to have a tentative, indefinite character. No 
final legislative change could really be established until 
after many years, when judicial majorities could be suffi- 
ciently consolidated to establish authoritative pronounce- 
ments with regard to the enactments which Congress and 
the state legislatures have poured forth so freely. 

The loss in the objectivity of the law, in other words, 
was a fact prior to President Roosevelt’s message of Feb- 
ruary 5, 1937. It must also be conceded that the message 
itself did not greatly assist the efforts to restore an ob- 
jective and impartial character to legal decisions, but 
rather had the opposite effect. Events, therefore, and not 
merely commentators on events, have exposed the great 
need for increased doctrinal stability on the part of the 
courts themselves. The solution here seems to lie in 
finding principles of change, or lines of growth, which 
are measurably acceptable to both the political branches 
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and the judiciary. All concerned must then insist that 
these lines of growth must be adhered to in such fashion 
as to permit a relative consistency or directional certainty 
in the continuous organic development of our constitu- 
tional law. 

Now, is it possible to find some legal proposal which 
will satisfy these basic claims of the great liberal groups 
in contemporary public opinion? Why cannot the ideals 
of harmony between governmental institutions and steadi- 
ness in the maintenance and development of these institu- 
tions be measurably attained by the application to the 
federal judiciary of a principle long famous in American 
political life, and long established with regard to the 
judicial branches in most of the states, namely, the fami- 
liar and long-tried principle of “rotation in office”? This 
historic principle connotes that the democratic spirit re- 
quires that men elevated to positions of supreme power 
should not remain there till the end of their lives, as 
monarchs have done, but should, after a reasonable pe- 
riod of service, be restored to the body politic as citizens, 
or as functionaries of a different order. In this way, the 
institutions of the country remain the possession of all 
the people. They do not become the stronghold of par- 
ticular classes of society, or particular professions, or par- 
ticular individuals. In the case of the judiciary the need 
for preserving the democratic principle is peculiarly se- 
rious because of the fact that the membership of the 
judiciary must be drawn almost exclusively from the 
legal profession, and this exhibits at once a limiting fac- 
tor. The courts are touched, be it ever so slightly, with 
the stigma of a caste system. They are the oracles of a 
particular priesthood. This priesthood has been, up to 
very recently, particularly allied with certain limited 
economic and social interests, and its professional train- 
ing gives it a conservative and aristocratic character. The 
growth in the power of the judiciary as against the po- 
litical branches means a growth in the power of the spe- 











SUPREME COURT AND ROTATION 413 


cial professional groups as against that of the general po- 
litical class possessing the confidence of the great masses 
of the people. 

Rotation in judicial office has been found in the ex- 
perience of most of our states to be an important safe- 
guard against judicial absolutism. Since no judge under 
those state systems serves permanently, but each must 
return sooner or later to private life, or must face the 
general electorate and become again a figure in the po- 
litical life of the state, he is more apt to regard himself 
as a trustee of general social interests, and he retains the 
capacity of assuming the attitude of a statesman when 
called upon to deal with the problems of a statesman 
presented under the guise of civil litigation. 

The fact is that the principle of permanent tenure dur- 
ing good behavior, which has been in force with regard 
to the federal judiciary since 1789, has not been found 
satisfactory by most of the states in relation to the ju- 
dicial establishments that they have respectively main- 
tained. In 1798, none of the states chose their judges by 
popular election, and most judges were appointed for 
life terms, including the judges of the inferior courts. In 
the course of the evolution of state constitutions, this fea- 
ture has been radically changed. There are still a few 
states—Maine, Massachusetts, New Hampshire, and 
Rhode Island— whose constitutions or laws provide for 
life tenure for the judges of the highest state courts. A 
few additional states have retained the appointive system 
for the judiciary, so that the judges are nominated by the 
Governor—though for terms of a limited number of 
years—subject to ratification by the Governor’s council 
or one or both of the legislative chambers.° 


5 The statements in this and succeeding paragraphs with regard to the con- 
stitutional provisions in the several states relating to judicial appointments and 
tenures are based upon 

InpDEx DicEst oF State Constitutions: THE New York StAte Con- 
STITUTIONAL CONVENTION ComMIssIon (1915). 
Courts: Highest Court: 
Judges: How Selected, p. 395 ff. 
Terms of office, p. 403 ff. 
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But the great majority of the states have abandoned 
both the principle of the appointive judiciary and also 
the principle of permanent tenure. The most common 
length of term for the judges of the state Supreme Courts 
is Six years, or six years plus the additional period up un- 
til the date when a successor has been fully and finally 
qualified. These rules obtain in Florida, Idaho, Indiana, 
Kansas, Montana, Nevada, New Jersey, New Mexico, 
Oklahoma, Washington, Arizona, Alabama, Georgia, 
Iowa, Minnesota, Nebraska, North Dakota, South Da- 
kota, and Texas. Ohio has a judicial term not less than 
six years, to be prescribed by law, for the judges of its 
Supreme Court, and Utah has a somewhat similar pro- 
vision. Eight-year terms are prescribed in Arkansas, 
Tennessee, Wyoming, Kentucky, Michigan, and North 
Carolina. Nine years is prescribed in Illinois. A ten- 
year term is fixed in Colorado, Wisconsin, Minnesota, and 
South Carolina. The judicial term for judges of the high- 
est court in California, Louisiana, and West Virginia is 
twelve years. The term in Maryland is fifteen years. The 
terms in New York is fourteen years, and that in Penn- 
sylvania twenty-one years. 

Thus we see that in addition to the four states which 
have judicial tenure during good behavior, there are only 
three states—Maryland, New York and Pennsylvania— 
which have judicial terms for the judges of the highest 
courts that range beyond twelve years. Except in Penn- 
sylvania, the judges are eligible to re-election or reap- 
pointment. But they do not hold office automatically for 
life, as is the case in the federal judiciary. These provi- 
sions in the state constitutions were the outcome of long 
historical disputes, now forgotten, which turned upon the 
central issue as to popular democratic control of all 
branches of the state governments. This long political 
struggle was decisively won by the popular party in near- 
ly all jurisdictions. Even in New England, we find that 
in Vermont the judges of the Supreme Court are elected 
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by the state legislatures, and serve for only two years. In 
Kansas, the term for judges of the Supreme Court is four 
years. The popular tide evidently was very powerful, 
and carried all before it in most jurisdictions. 

Now, if the principle of limitation of judicial terms 
were applied to the federal judges, it would not be a radi- 
cal innovation in American public life, but it would be 
entirely in accord with the fundamental principle long 
accepted and found workable in the state systems. The 
conclusions which the states have reached should not, of 
course, be accepted uncritically, and transferred without 
analysis to become controlling prescriptions in the field 
of the federal judicial organization. We may, for ex- 
ample, feel very doubtful as to whether a system of popu- 
lar elections could properly be made applicable to the 
federal judiciary. To speak dogmatically, as one must 
often do when space is limited, some indirect method of 
appointment seems preferable to the method of popular 
election in the case of the Supreme Court of the United 
States. For one thing, the method of appointment avoids 
or minimizes the problem of geographical distribution 
of the Justices, and throws the stress on personal qualifi- 
cations. The method of appointment frustrates the pos- 
sible danger of a partisan Supreme Court, wholly domi- 
nated by the members of one political party. The method 
of appointment centralizes responsibility for the selection 
of the Justices, and when the appointment is referred to 
the popularly elected Senate for confirmation, there prob- 
ably is a sufficient guarantee of democratic control to in- 
sure a proper measure of responsiveness and modernism 
on the part of the judiciary, so far as the method of the 
primary choice of the Justices can insure it. 

But the principle almost universally adopted in the 
states, limiting strictly the length of judicial terms, is one 
that seems entirely applicable to the federal sphere. The 
hope may be entertained, with good reason, that this prin- 
ciple, so well supported by precedent and practice in the 
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states, will be found to contain at least a partial remedy 
for the basic causes of the dangerous diversity in purpose 
and violent collisions of opinion between the federal 
judiciary and the political branches of the government— 
the President and Congress. 

The principle of limited terms for Justices of the Su- 
preme Court does clearly have a direct relation to two 
of the major objections advanced by liberals with regard 
to the organization and status of that court. In the first 
place, it will directly operate to minimize the factor of 
personal power on the part of particular men who have 
been installed as Justices of the Supreme Court. Since 
the terms of the Justices will be limited, the power of 
particular individuals as members of the court will like- 
wise be limited. 

Then, in the second place, the principle of limitation 
of terms in office will necessarily operate to produce a 
constant infusion of new blood into the court. If all 
Justices serve for a restricted period of years only, there 
will be regularly recurring opportunities to appoint new 
Justices to the court, and thus the changing climate of 
political opinion will be more adequately represented. 

It seems reasonably clear that the principle of limited 
terms will also satisfy in large part the other two major 
objections advanced by liberals which I have discussed 
in the preceding paragraphs. First, it will certainly tend 
to produce a greater degree of harmony as between the 
political branches and the judiciary. It will be evidently 
more satisfactory for the political branches to reckon 
with a court whose members have been appointed re- 
cently enough so that the same tone and temper of politi- 
cal thought and doctrine which animates the political 
branches shall also make itself felt among the members 
of the court. The harmony that may be expected to en- 
sue will not be an artificial or enforced harmony, but will 
be the natural outcome of similarity of political ideals 
and of economic knowledge that will typically be found 
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as between the members of the political branches and the 
recently chosen members of the Supreme Court. 


Secondly, the tendency of the Supreme Court to de- 
velop its “judicial supremacy” into a more pervasive con- 
trol over all the operations of the government will be 
lessened if the principle of limited terms for Justices of 
the Supreme Court is once established. There is some- 
thing in length of service that breeds over confidence, 
thing in length of service that breeds overconfidence. It 
would not be inaccurate to say that some of our Presi- 
dents have exhibited a tendency toward increased self- 
assertion and to nervous irritation at restraining influences 
of any sort, and that these tendencies have been accen- 
tuated the longer the Presidents have remained in office. 
In the case of the federal judges, serving for life terms, 
the temptation to the judge to advance along these lines 
is strong. The Justices of the Supreme Court, who are 
at the apex of the judicial pyramid, seem even more ex- 
posed to this temptation than other federal judges. 

We may therefore, with much confidence, urge that 
the principle of limited terms for the Justices of the 
Supreme Court will tend strongly to limit any undesir- 
able tendencies which they may develop toward an over- 
expansion of their official powers and functions. 


Thus the principle of limited terms, even when coupled 
with the appointive method, seems to offer definite as- 
surance that the evils with respect to the activities and 
historic development of the Supreme Court which lib- 
erals have chiefly regretted can be overcome. If now 
this principle is introduced by constitutional amendment, 
so as to afford an adequate public opportunity for gen- 
eral discussion of the principles involved, and if this 
amendment also includes other features which tend to 
give additional stability and security to the legal posi- 
tion of the Supreme Court, we may venture to hope that 
the propositions thus offered would, if established, fur- 
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nish a genuine basis for the reconciliation of all the lead- 
ing viewpoints that have been developed in the course of 
the recent prolonged discussion about the Supreme Court 
which has been stimulated by the President’s proposals of 
February 5, 1937, and the recent legislative debates. 

The final solution, therefore, which I wish to suggest 
as a basis for reconciling the fundamental desires and ob- 
jectives of both conservatives and liberals in our present 
political conflicts, is that a constitutional amendment be 
formulated which shall provide for the regular infusion 
of new blood into the Supreme Court through the use of 
the device of limited terms, coupled with ineligibility to 
reappointment; while at the same time, the method of 
appointment shall be altered somewhat so as to prevent 
under all circumstances the domination of the Supreme 
Court by the appointees of any one President. In this 
sense, the position of the Supreme Court could easily be 
rendered more independent and more stable as against 
the interference of the political branches than it is at 
present. 

At this point, therefore, I will offer the tentative text 
of such an amendment to the Constitution. I venture to 
submit that this text would, if adopted, accomplish most, 
if not all, of these important objectives hitherto consid- 
ered to be inconsistent and conflicting. The amendment 
seeks to stabilize the position of the judiciary, while at 
the same time rendering it more democratic. It seeks to 
strengthen its independence, and remove the possibility 
that the Supreme Court should be dominated by any one 
President through his control over a large number of 
appointments. At the same time, through the method of 
regular retirement of the existing members of the court, 
it provides for the steady infusion of new blood, and 
thereby will prevent the development of such a serious 
discrepancy between judicial and popular opinion as has 
startled the country during the Roosevelt administration. 
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ARTICLE XXII 


Section 1. The Supreme Court shall be composed of a Chief 
Justice and eleven Associate Justices. Each Justice appointed 
after the ratification of this Article shall hold office as such for 
a term of twelve years, dating from the first day of January next 
preceding the date of the confirmation of his appointment, except 
that a Justice shall be appointed in each case to fill out the un- 
expired term of any Justice who shall have died, resigned, or 
been removed, and except that the first three Justices to be ap- 
pointed after the ratification of this Article shall hold office for 
terms whose duration, not to exceed fifteen years in any case, 
shall be fixed by the Congress. 

Section 2. On the expiration of his term, each Justice of the 
Supreme Court shall be transferred to serve, with undiminished 
compensation, as a Circuit Judge upon the Circuit Court of Ap- 
peals of one of the Circuits to which he shall previously have 
been assigned by the Supreme Court. The Justices so trans- 
ferred shall have all the powers vested by law in Circuit Judges, 
and all the rights and privileges of seniority as Circuit Judges 
in their respective Circuits. No former Justice of the Supreme 
Court shall be eligible for reappointment as a member of that 
Court. 

Section 3. The Justices of the Supreme Court shall be ap- 
pointed by the President, by and with the advice and consent of 
the Senate, except that no President shall appoint more than six 
Justices. And in cases where, from any cause, vacancies happen 
in the membership of the Supreme Court while a President is in 
office who has already appointed six Justices, a majority of the 
Justices then in office shall nominate, and by and with the advice 
and consent of the Senate, shall appoint suitable persons to fill 
up all such vacancies. 

Section 4. In cases where the Justices of the Supreme Court 
shall be equally divided upon any issue to be decided by them 
judicially, or upon the issue of the nomination of a Justice, the 
vote of the Justice most recently appointed and confirmed as a 
member of the Court shall not be counted. 

Section 5. The Justice of the Supreme Court senior in service 
thereon shall be retired on the first day of January in each suc- 
cessive year following the ratification of this Article, and he shall 
be transferred to serve as a Circuit Judge and his successor ap- 
pointed in accordance with the provisions of this Article. 

Section 6. The Circuit Courts of Appeals shall be continued, 
subiect to such regulations as the Congress may prescribe, ex- 
cept as otherwise provided in this Article. 


A few comments with regard to each of the Sections 
above suggested appear to be in order. 

Perhaps the most important feature of the first Section 
is that it fixes a limited term of twelve years or less for 
each Justice of the Supreme Court. The purpose of such 
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a limitation is obviously to apply the rule of “rotation in 
office,” the democratic principle of limitation of official 
power through the limitation of terms of office, to the 
federal judiciary. The original constitutional provision 
with regard to the terms of office of the judges is simply 
that they shall hold office during good behavior. In 
most instances, the Justices of the United States Supreme 
Court appear to have regarded their appointments as 
appointments for life. The instances of resignation that 
have taken place have usually occurred when the Justice 
in question had reached an advanced age, or when he was 
afflicted with serious and permanent ill health. These 
long judicial terms, which have carried the Justices into 
advanced age, while they still retained the highest powers 
of judicial office, have been one of the leading factors in 
producing the serious divergence between judicial opin- 
ion and political opinion that brought about the recent 
crisis. 

The second point to note with regard to Section 1 is 
that it fixes definitely the number of the Justices of the 
Supreme Court. The Constitution as it stands at present 
does not specify the number of Justices. This matter is 
left to the discretion of the Congress. The suggested pro- 
vision in itself tends greatly to the stability and independ- 
ence of the court. It would render impossible a change 
in the number of Justices by purely legislative authority, 
and would thus render impossible a scheme like that 
which President Roosevelt has recently proposed. The 
compensating factor, of course, is that the principle of 
rotation in office, administered regularly and systemati- 
cally, would prevent the consolidation of hostile opinion 
in the court against a progressive and high-spirited ad- 
ministration like that of President Roosevelt. If the 
scheme suggested had been in force at the beginning of 
President Roosevelt’s administration, there can be little 
doubt that the conflict between the Administration and 
the court would never have assumed its recent acute form. 
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The third point to note about Section 1 is that it 
changes the number of Justices from nine to twelve. I 
will confess that this change was primarily suggested to 
my mind because of the fact that the number twelve is 
better adapted to the practice of rotation in office than the 
number nine. If we have twelve Justices, each of whom 
holds office for a period of twelve years, there will be, 
when the scheme is well established, a regular succession 
of Justices, one appointed each year to hold office for a 
period of twelve years. This period of twelve years 
coincides with three presidential terms and with two 
complete turnovers in the Senate. If the principle of ro- 
tation in office were applied in the same way to a court 
consisting of nine members, these members would be 
limited to terms of nine years, and the rotation would 
seem too rapid. The difference between nine and twelve 
years serves the interests of stability in the court and ma- 
turity in the opinion of its members, without going so 
far as to invoke the risks of too long a separation of the 
Justices from the mass of people and the body of the legal 
profession. 

The history of the judicial establishments in the sev- 
eral states furnishes an interesting source of material for 
comparison with the history of the federal courts, with 
respect to the length of terms. As has been set forth 
above, most of the states have an elective judiciary, and 
still a larger percentage limit the terms of the judges. 
There is a wide variation with regard to the number of 
years for which judges are appointed. The term of twelve 
years is much longer than the widely prevalent six-year 
term, and is longer than the terms fixed in any of the 
states for the services of the judges of the highest courts, 
except Maryland, New York, and Pennsylvania among 
the states having an elective judiciary, and Massachusetts, 
Maine, New Hampshire, and Rhode Island among those 
adhering to the appointive system. 
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The fourth point to be remarked with regard to the 
provisions of Section 1 is that while the section contem- 
plates twelve years in office as the normal term for a Jus- 
tice of the Supreme Court, this very fact will make it 
necessary to provide that in cases of death or resignation 
or removal of any of the members of the court, a suc- 
cessor shall be appointed to serve out the unexpired re- 
mainder of the term of the Justice whose services have 
been lost. It seems desirable to avoid appointing a new 
Justice for a full term of twelve years in such cases. Such 
a scheme would destroy the regularity of the rotation in 
office, and would produce a situation where the terms of 
two Justices might terminate together in a particular 
year, whereas in other years there would be no vacancies 
to be filled. There seems no equivalent objection to ap- 
pointing Justices to serve during the unexpired remain- 
der of the terms of Justices who have died or resigned. 
Although the term of such ad interim appointees may 
be short in some instances, this possibility should be con- 
sidered in connection with Section 2 of the proposed 
amendment, which provides for further judicial service 
on the part of Justices of the Supreme Court as soon as 
they have been retired from that court. 

The remaining provision in Section 1 that requires 
comment is that the rule with regard to twelve-year terms 
is not to be applied as a matter of constitutional prescrip- 
tion to the terms of the first three Justices to be appointed 
after the adoption of the amendment. The reason for 
this provision is that if the court consists of nine mem- 
bers at the time of the adoption of the amendment, as at 
present, it will be necessary at once to appoint three new 
Justices in order to bring the membership of the court 
up to twelve. Now, if three new Justices are appointed 
in one year, each of whom is to serve a term of twelve 
years, it is obvious that their terms will expire in the same 
year. We should then have the undesirable result of a 
“bunching” of appointments in a particular year, instead 
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of a regular rotation in office which it is the central object 
of Section | to establish. It must be left, therefore, to 
Congress to prescribe the length of the terms which these 
first three appointees should enjoy, in order to establish 
the system of rotation in office on a perfectly regular 
basis. If the matter were disposed of promptly after the 
adoption of the amendment, the terms of these Justices 
would naturally be terms of ten, eleven, and twelve years 
respectively. But in view of the possible difficulties that 
may arise in connection with the establishment of the 
principle of rotation on a regular basis, it seems desirable 
to leave the matter of the length of terms of the first three 
appointees in the discretion of Congress. It will then be 
possible to adjust the length of these terms so as to bring 
the principle of rotation in office into effect in the most 
desirable way. In order to forestall any possibility that 
the terms of these first three Justices should be fixed at 
such lengthy duration as to interfere with the primary 
principle of rotation in office, the terms are limited by the 
language of the amendment itself to fifteen years as a 
maximum in any case. 

Coming now to the consideration of Section 2 of the 
proposed amendment, the first point to notice is the 
scheme therein set forth for transferring Justices of the 
Supreme Court, after their retirement from that court, 
to serve as Cicuit Judges upon one of the Circuit Courts 
of Appeals. The primary reason for this suggestion is 
that it seems undesirable to establish a system under 
which Justices of the Supreme Court should be returned 
to private practice, or should be left without any official 
occupation. A Justice of the Supreme Court, serving for 
a limited term, and ineligible for reappointment, might 
be tempted to turn his thoughts to the advantages of es- 
tablishing lines of decision that would be helpful to im- 
portant prospective clients whom he might have in view. 
The mere possibility of such tendency on the part of Jus- 
tices of the Supreme Court would produce some popular 
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distrust of the court, and might injure its prestige and 
essential independence. 

If we are to have the scheme of limited terms for the 
Justices of the Supreme Court, the only alternative to re- 
tiring them to private life would seem to be to transfer 
them to some other official position. Preferably, this 
second position should be a judicial position, in which the 
special knowledge and experience of the Justices could 
be applied effectively. The Circuit Courts of Appeals, 
though not hitherto expressly recognized by the Constitu- 
tion, seem to be permanently established as part of the ju- 
dicial system. Their role or function is not an accidental 
one. It is a practical necessity under the complicated 
conditions of modern life to maintain a set of interme- 
diate courts of appeal in the federal system, so that great 
numbers of cases can be disposed of finally without resort 
to the Supreme Court, while yet all the evidence is fully 
set forth and recorded for the scrutiny of an appellate 
tribunal, and matters are not left solely to the trial judge. 
The functions of the federal Courts of Appeals in our 
judicial system are highly important. Surely, there is 
here an adequate field for service on the part of the Jus- 
tices of the Supreme Court who have been retired from 
that tribunal. 

Another feature with regard to the conditions of this 
transfer of the Justices of the Supreme Court, as out- 
lined in Section 2, is that the compensation of the trans- 
ferred Justices shall not be diminished. This once and 
for all renders stable and secure the financial position of 
an appointee to the Supreme Court of the United States. 
He will know that from the date of the confirmation of 
his appointment he will be guaranteed the opportunity 
for judicial service, with compensation equal to that fixed 
when he enters upon his term of office on the Supreme 
Court. The possibility of forced resignation on account 
of ill health cannot be eliminated, but it exists equally 
under the present system. ‘The remedy in such cases 
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would be a liberal pension arrangement to be planned by 
Congress in the exercise of its flexible discretion on such 
subjects. 

Again, it should be noted that Section 2 ensures to the 
transferred Justices all the rights and privileges of senior- 
ity on the Circuit Court of Appeals. If they have the 
status of senior judges on the Circuit Courts from the 
time of their transfer, this will add substantially to the 
prestige and comparative importance of the position thus 
offered to them. These former Justices would at once 
participate in the conference of senior Circuit Court 
judges, and would thus be in a position to establish a bet- 
ter functional connection between the Supreme Court 
and the whole system of inferior federal courts. 

The basic criticism that is likely to be offered with re- 
gard to the transfer provision outlined in Section 2 is that 
it may be regarded by the Justices themselves as a sort of 
demotion, and hence, some of them may not be willing 
to accept such transfers. One answer to this suggestion, 
from the point of view of the present writer, is that if it 
be a “demotion,” this sort of transfer is nevertheless the 
least objectionable measure that can be taken in the 
premises. 

There are broadly three alternatives. The first is to 
allow anyone who is appointed as a Justice of the Su- 
preme Court to stay there as long as he lives. This ar- 
rangement, with the prolonged terms and the crystalliza- 
tion of legal ideas from earlier periods of political and 
economic opinion, has brought about the main evils which 
have produced the recent constitutional crisis. The first 
desideratum in judicial reform is to do away with that 
divergence, and the basic remedy here suggested is /imited 
terms for Justices of the Supreme Court as such. If this 
be thought to create a new problem, with regard to the 
activities of former Justices after they have finished their 
judicial terms, that result certainly appears to be at worst 
a merely subsidiary evil. 
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The second alternative is to allow the Justices to retire 
to private life at the end of their Supreme Court terms. 
The disadvantages of such a course have already been 
discussed. 

The third alternative is to provide another official po- 
sition. Since the Supreme Court is the highest judicial 
tribunal, no other judicial position could be equally high. 
The element of truth in the “demotion” criticism cannot, 
therefore, be denied. No way suggests itself by which 
this difficulty can be wholly eliminated. 

But in a democratic country, it seems a fallacy to sup- 
pose that a public servant is in a true sense “demoted” 
when he is transferred from one position of high authority 
to another, and is offered the continuing chance to serve 
the whole people in a manner best suited to his experience 
and abilities. Examples will readily occur to the reader, 
such as the service of John Quincy Adams in the House 
of Representatives after the expiration of his presidency, 
which suggests that the honor of patriotic service in a 
high position is by no means diminished, but perhaps 
even enhanced, by the fact that the recipient has held an 
even higher position. There is something noble and ap- 
pealing in the idea of the upright American citizen who 
is ready to serve his country in one position or another, 
as circumstances require. Certainly, the highest form of 
Patriotism would support any Justice transferred from 
the Supreme Court in the subsequent efforts that he might 
put forth to serve in his capacity as a Circuit Judge. 

A final point to notice with regard to Section 2 is that 
the Justices of the Supreme Court are not to be eligible 
for reappointment to that court. The reasons for this 
are obvious. When once appointed to the Supreme Court, 
their professional future should be guaranteed, and they 
should not either be required by circumstances or even 
permitted to maneuver for “position” for the future. The 
only way in which this evil can be wholly forestalled, as 
regards the exercise of the supreme, quasi-political func- 
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tions of the court in dealing with questions of constitu- 
tional power, is to provide that the Justices shall simply 
not be eligible for reappointment to the Supreme Court 
at the expiration of their terms, and that an adequate 
substitute position be offered to them automatically. On 
this basis, the Executive, and even Congress, will be 
unable to offer to the Justices of the Supreme Court any 
opportunity that could serve as a definite inducement to 
them to discharge their judicial functions in one man- 
ner, rather than in another. 

Coming now to Section 3 of the suggested amendment, 
it is to be noticed that this section contains an important 
novel principle that tends to support the independence 
and autonomy of the Supreme Court as against all other 
branches of the government. The sections begins by 
specifying that the President shall have the power, by 
and with the consent of the Senate, to appoint the Jus- 
tices, except that no President shall appoint more than 
six Justices. This provision is intended to apply in a 
case where the President has been elected for two terms, 
so that in the regular order of rotation eight vacancies 
would occur during his office, and he would thus have 
the opportunity to appoint eight Justices of the Supreme 
Court, thus constituting a definite majority of the entire 
tribunal. Furthermore, in cases of the death or resigna- 
tion of any Justice during the term for which he was 
appointed, there would be another vacancy, which would 
give the President holding office for two terms still an- 
other opportunity to appoint a Justice to the court. 

The possibility also occurs to one that since there is 
no provision in the Constitution limiting the number of 
terms of office of the President, and since circumstances 
might occur that would render it desirable that the un- 
written rule which forbids a third term to our President 
should be set aside in a particular instance, it seems wise 
and appropriate to provide that such a possible extension 
of the presidential term of office should not lead to a 
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corresponding extension of that President’s influence 
upon the Supreme Court through the exercise of the ap- 
pointing power. 

As a result of these considerations, the suggestion is of- 
fered that the appointing power of any one President be 
limited to the appointment of six members of the Su- 
preme Court. And in instances where vacancies happen 
in the membership of the Supreme Court while a Presi- 
dent is in office who has already appointed six Justices, 
these vacancies are to be filled in another way, namely, by 
a nomination by the existing members of the Supreme 
Court itself, to be confirmed by the Senate. 

Of course, the idea may occur to some speculative 
alarmist that the appointees of a particular President 
might form a bloc that would dominate subsequent ap- 
pointments to the court. But such a possibility seems 
highly conjectural and improbable. The nomination 
would, in any event, have to be ratified by the Senate. 
Furthermore, it is hardly to be supposed that all six of 
the nominees whom the President might place upon the 
court would be so subservient as to take orders from the 
President with regard to further nominations. 

More fundamentally, any such objection may be met 
by the point that it is necessary in practice to place a very 
great degree of trust in the President in any event with 
regard to the whole matter of appointments. The Con- 
stitution contemplates immense powers and responsibili- 
ties for the President, and this includes, as the Constitu- 
tion now stands, the power of appointing all the Justices 
of the Supreme Court. The provision suggested in Sec- 
tion 3 of the amendment diminishes the President’s pow- 
er. It is not a valid criticism of this precautionary meas- 
ure that it does not go still further and do away still more 
completely with the President’s possible influence upon 
the Supreme Court. Experience has shown that the Presi- 
dents have not been able to control the Supreme Court, 
even in cases where they have had an opportunity to ap- 
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point a majority of the whole court. Beside that, no such 
motive should be imputed to the President. 

Turning now to Section 4, we are confronted with an- 
other novel provision, which is designed to do away with 
the effect of an equally divided vote in the Supreme 
Court. If there are to be twelve Justices of the Supreme 
Court, an even number, the possibility of equally di- 
vided votes would be greater than at present, when the 
normal number of the court is nine, an odd number. 
However, it happens frequently, even under the present 
circumstances, that the Justices of the Supreme Court 
are equally divided because one of the Justices is ill or 
abstains from participating in a particular controversial 
case. Instances of this sort will readily occur, such as 
the decision on the New York Unemployment Compen- 
sation Law, Chamberlin v. Andrews.’ The well-known 
case of Stettler vy. O’Hara,' was a decision that affirmed 
by an equally divided vote the ruling of the state Su- 
preme Court of Oregon upholding the Minimum Wage 
Law of that state. This case had the curious result that 
the Oregon Minimum Wage Law has remained in force 
from 1913 until the present time, although similar laws 
in the District of Columbia, Arkansas, Arizona, and New 
York, were declared unconstitutional by the Supreme 
Court during the same period. The accidental fact that 
the Oregon case was considered by a court of eight Jus- 
tices, and that the vote was equally divided, led to this in- 
consistency in the application of constitutional guarantees, 
so that mnimum wage laws were legal and valid in one 
part of the country, although they were not sustained in 
other sections of the nation. 

While the habit of a thorough argument and rational 
discussion at conferences of the court tends to limit the 
possibility of equally divided votes, this possibility is 
nevertheless a real one, even now when the court has an 
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odd number of members. The result of these equally 
divided votes is to affirm the opinion of the highest in- 
ferior court which had jurisdicton to pass upon the case. 
This result, of course, nullifies the effect of the appeal to 
the Supreme Court. All the expense, effort, and argu- 
mentation have gone in vain. 

It seems highly desirable to eliminate this evil if we 
are to draw an amendment to prescribe a new basis for 
the organization of the Supreme Court. The provision 
suggested has its importance also with reference to the 
nominations of new Justices in cases where the court has 
the power to make such nominations under the provisions 
of Section 3. It will be noted that the fact that the vote 
of the Justice most recently appointed is eliminated from 
consideration will give to the senior Justices the advan- 
tage in the nomination of additional members, so that the 
influence of presidential appointees of recent vintage will 
be somewhat minimized in this matter of additional ap- 
pointments. It will also be noted that the provision does 
not disqualify the junior Associate Justice from partici- 
pating in the conference discussions, or even in the final 
vote. The point is simply that if there is, in the last re- 
sult, an equally divided vote, the vote of the junior As- 
sociate Justice shall not be counted, in order that the final 
vote of the members of the court may register a majority 
one way or the other. Reflection will I believe convince 
most persons that some alteration of this sort, leading to 
this same conclusion, is highly desirable as a matter of 
non-partisan and practical judicial reform. 

If we now give our attention to Section 5 of the pro- 
posed amendment, we observe that this section is neces- 
sary primarily to set forth a definite method of retiring 
the present members of the Supreme Court. But the sec- 
tion must also be considered as having full application 
to the retirement of members subsequently to be ap- 
pointed. The purpose is to provide that the present 
members of the court shall be retired automatically in 
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the order of seniority, at the rate of one retirement per 
year, such retirement to take effect on the first of January 
of each year. It is somewhat difficult to express this idea 
with precision and brevity, but Section 5 is believed to 
state adequately the mandatory provisions that are neces- 
sary on this point. The language should be taken in a 
general sense and be given a recurrent operation, so that 
hereafter, cn the first of January of each year, the Justice 
of the Supreme Court who is senior in service at that 
date shall be retired and transferred to serve as a Circuit 
Judge in the manner set forth in Section 2. 

A second feature to be noted with regard to the fifth 
section is that under the terms thereof, a new Justice of 
the Supreme Court is to be appointed each year. This 
result is made plain by reading Section 1, which pro- 
vides for twelve-year terms, in connection with Section 5, 
which provides for the annual retirement of the Justice 
senior in service on a specific, recurring anniversary date. 
These sections proceed upon the conception that there 
should be a regular and steady “infusion of new blood” 
into the Supreme Court. One defect in President Roose- 
velt’s proposals which constituted really a weak feature, 
even from his own point of view, was that while his plan 
provided for a large infusion of new blood into the court 
in the immediate exigency, it contained no provision for 
future situations of stalemate that may arise as between 
the court and the political branches. The appointees of 
President Roosevelt would hold office for life, on the 
same principle that has hitherto obtained with regard to 
the terms of the Justices of the Supreme Court. It might 
easily happen that after the lapse of twenty or twenty-five 
years, these appointees in their turn would appear to be 
out of touch with the political and economic thought of 
that later day. And the same crisis which we have just 
had might be repeated. 

An historical illustration of this possibility can be 
found in the record of the Justices appointed by Presi- 


432 THE GEORGE WASHINGTON LAW REVIEW 


dent Andrew Jackson. These Justices were originally 
considered as the representatives of a new and radical 
democratic movement, and their presence in the judiciary 
was deprecated by many conservative lawyers. By one of 
the ironies of fate, however, these very Justices—Taney, 
Catron, Wayne, and Daniel, (an appointee of President 
Van Buren)—were regarded as reactionary stumbling 
blocks in the period of the Civil War. The ideas of local 
self-government and direct democracy which they had 
represented to good purpose in their younger days seemed 
old-fashioned and reactionary in the light of the national- 
istic, military, and patriotic enthusiasm of the North at 
the outbreak of the Civil War. 

Section 5 of the proposed amendment, by its provision 
for a new appointment each year, insures that the new 
Justice shall not be taken from any one climate of opin- 
ion, and shall not be dominated by the political thought 
of any one administration. There will be a regular pro- 
cession of Justices, chosen by different authorities, who 
will represent as well as possible in a small assembled 
group the developing public opinion of the period, rather 
than a cross-section of opinion in a particular year or ina 
particular political faction. 

In the practical application of the plan, the adoption 
of the amendment would seem to create an opportunity 
for the President then in office to appoint three new Jus- 
tices in order to bring the total of the court up to twelve. 
Then on the first of January next following, the senior 
Justice then in office would be retired and transferred 
to the appropriate Circuit Court of Appeals. The proc- 

ess would work automatically, so to speak, thereafter. 

Of course, under the provisions of Section 3, as soon as 
the President had appointed six Justices, which number 
would be made up by including the three Justices ap- 
pointed shortly after the adoption of the amendment and 
adding thereto the first appointments which the Presi- 
dent had occasion to make by reason of vacancies, the ap- 
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pointing power of that President would be exhausted. 
The next appointments would be made by the Justices 
of the court themselves, acting by majority vote, unless 
before the occasion of such an appointment arose a new 
President had been inducted into office. 

It is submitted that Section 5 provides an intelligible 
rule that would furnish a basis for the retirement in regu- 
lar order at annual intervals of all Justices of the Su- 
preme Court, both those now in office and those hereafter 
to be appointed pursuant to the new scheme. 

Turning now to the last section, we find that this sec- 
tion of the proposed amendment is designed to give a 
constitutional status to the Circuit Courts of Appeals. 
These courts, at present, are established upon a purely 
statutory basis. They are, in the language of Article III 
of the Constitution, “such inferior courts as the Congress 
may from time to time ordain and establish.” They might 
be abolished by Congress, and their jurisdiction and pow- 
ers transferred to other courts. 

It seems clear, however, that the necessities of our fed- 
eral judicial system under modern conditions render im- 
perative the continued presence of intermediate courts 
of appeal which shall stand between the trial courts and 
the Supreme Court of the United States. The Supreme 
Court has special functions, as is universally recognized, 
which render it undesirable that its docket should be bur- 
dened with cases other than those which involve issues of 
major public importance. But there are, of course, very 
numerous cases rising in the federal courts which do not 
involve major public issues. They may, however, in- 
volve important and highly controverted issues which 
should be subjected to thorough-going appellate review. 
It seems safe to anticipate that the Circuit Courts of Ap- 
peals will function for an indefinite future period as an 
essential part of our federal judicial system. 

The immediate purpose of Section 6 of the proposed 
amendment is to render permanent the basis for the sys- 
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tem of the transfer of Justices of the Supreme Court to 
other judicial positions. If Section 6 were not included 
as part of the amendment, it would be within the bounds 
of possibility that Congress might, on one ground or an- 
other, abolish the Circuit Courts of Appeals, and estab- 
lish courts of a different description in their place. The 
provisions of Section 2 of the proposed amendment, pre- 
scribing the transfer of Justices of the Supreme Court to 
the Circuit Court of Appeals, would then have no field 
in which to apply. In order to render the transfer sys- 
tem secure and certain above question, it seems desirable 
to prescribe in the amendment itself that the Circuit 
Courts of Appeals should be continued, thus placing 
them on a constitutional foundation, as distinguished 
from a merely statutory one. 


It seems plain that the power of Congress to alter in 
its flexible discretion the jurisdiction and powers of the 
Circuit Court of Appeals can be preserved even though 
the institutional position of these courts has been placed 
on a constitutional footing. Section 6 provided that the 
Circuit Courts of Appeals shall be “subject to such regu- 
lations as Congress may prescribe, except as otherwise 
provided in this Article.” This language is designed to 
preserve intact the power of Congress to modify the juris- 
diction, powers, and duties of the Circuit Courts of Ap- 
peals as freely as possible. But the formal designation, 
and institutional continuity of these courts will remain. 
The system for the transfer of Supreme Court Justices, at 
the expiration of their original terms as Justices of that 
court, will thus be free from any possibility of legislative 
interference; while at the same time, in a practical sense, 
the power of Congress to deal with the functions of the 
Circuit Courts of Appeals, and to alter them as experi- 
ence and historical developments suggest, will be sub- 
stantially equal to the power that Congress now has in 
dealing with those courts upon a purely statutory basis. 
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Many other comments might be offered on the pro- 
posed amendment. My purpose, however, at this time 
is merely to set forth such explanatory comments as seem 
strictly requisite in order to render the meaning of the 
text of the amendment readily intelligible to all. I may 
perhaps also be permitted the remark that the exact text 
of such an amendment would naturally be the subject 
of prolonged discussion, and various minor alterations 
might be found desirable in order to express more per- 
fectly the basic ideas and policies which such an amend- 
ment would be designed to promote. My purpose has 
simply been to offer a definite proposal, in such form as 
to permit of detailed subsequent discussion, in the hope 
that interest thereby may be aroused among the members 
of the Bar to undertake in a constructive spirit the task 
of formulating an amendment to the Constitution that 
will prescribe a more definite and satisfactory constitu- 
tional basis for the organization and activities of the Su- 
preme Court, and that will thereby safeguard and ad- 
vance the highest interests, both of the judiciary and of 
our whole people. 
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JURISDICTION OF THE NATIONAL LABOR 
RELATIONS BOARD—THE DEVELOPING 
CONCEPT OF INTERSTATE COMMERCE 


HASKELL DONOHO 
Member of the District of Columbia Bar 


The Constitution, except when amended, is fixed, but 
the conditions over which it governs are in a state of con- 
tinuous change. The intrinsic power granted the federal 
government by the Commerce Clause is neither more nor 
less today than it was in 1789, but the number and area 
of the fields over which the power operates grows pro- 
portionately with the increasing complexities of a de- 
veloping civilization. This article deals with the field of 
labor relations, and with the cases which have fixed that 
field within the dominion of the commerce power. Fu- 
ture adjudications will, of necessity, begin to mark out 
the area of this field of labor relations which may consti- 
tutionally be placed within the sanctions of the commerce 
power. In determining the boundaries of the area sub- 
ject to that power, the courts should be concerned pri- 
marily with a consideration of the essential nature and 
characteristics of national labor relations, or, more spe- 
cifically, with the peculiar economic and emotional inter- 
relation within the field of national labor, and the effect 
of such interrelation upon national commerce. It is be- 
lieved that the implications in recent judicial pronounce- 
ments concerning this field indicate that the attainment of 
this hoped for result is neither il'ogical nor improbable. 

With section 7(a) of the National Industrial Recovery 
Act’ serving as a framework, the National Labor Board 
and the old National Labor Relations Board, by admin- 
istrative interpretation developed what has been called a 
“common law” of collective bargaining. The National 
Labor Relations Act,’ the so called Wagner Act, was in- 


148 Srat. 198 (1933), 15 U. S. C. §707(a) (1934). 
249 Strat. 457 (1935), 29 U. S. C. Supp. §§ 151-166 (1937). 
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tended as a successor in permanent form of section 7(a), 
and its provisions were drawn for the most part as a codi- 
fication of the administrative rulings of the old Boards.’ 

Section 1 of the Wagner Act contains a rather extensive 
congressional finding of fact. It states elaborately and 
forcefully that labor disputes have a harmful effect on 
interstate commerce, and that the interference by employ- 
ers with their employees’ right of collective bargaining 
has been one of the most prolific sources of these disputes. 
It is declared to be the policy of Congress to eliminate the 
causes of this kind of obstruction to interstate commerce 
by encouraging collective bargaining and by protecting 
employees in their right of free association.‘ 

Pursuant to this expressed policy, the Act outlaws five 
so called unfair labor practices. (1) Employers are pro- 
hibited from interfering with the right of their employees 
to organize, bargain collectively, or engage in other con- 
certed activities.” (2) Employers are prohibited from 


3 For a discussion of this administrative common law see: Smethurst, Effect 
of Administrative Interpretation on the Powers of the National Labor Relations 
Board (1935) 3 Gro. Wasu. L. Rev. 141. 

4 “The loss in wages, trade, and commerce from such strife has been enormous, 
as competent investigation demonstrates. . . . The absence of effective enforce- 
ment and election machinery, and the diffusion of responsibility and conflicting 
interpretations in regard to section 7(a), have forced workers to resort to in- 
dustrial warfare to gain the rights which by law were justly theirs. Throughout 
the period of the operation of the National Industrial Recovery Act, there ex- 
isted or were impending serious conflicts burdening or threatening to burden the 
free flow of commerce. . . . The bill seeks, to borrow a phrase of the United 
States Supreme Court, ‘to make the appropriate collective action (of employees) 
an instrument of peace rather than of strife’ (Texas and New Orleans R. R. 
Co. v. Brotherhood (281 U. S. 548)). The efficacy of such regulation is amply 
demonstrated by the history of labor relations on the railroads of the country 
and by the experience of the National War Labor Board during the Great 
War.” Report No. 1147 of House Committee on Labor, June 10, 1935, 74th 
Cong. ist Sess., at 8. 

5 Sec. 8(1) of the Wagner Act. 

“It is contended that the bill should prohibit ‘anyone,’ including, of course, 
any employee or labor organization, from interfering with, restraining or coercing 
employees in the exercise of these rights, and that without such provision, the 
bill is ‘unfair.’ . . . A reciprocal provision, forbidding employees to interfere 
with the right of employers to choose their representatives for collective bar- 
gaining, would be a merely formal requirement, ignoring the realities of the 
situation. In the light of common knowledge, it can hardly be said that this 
right of employers needs protection under this bill. Organizations of employers 
in trade associations and in national organizations of such trade associations, 
have blanketed the country; . . . Furthermore, a provision forbidding em- 
ployees to interfere with the right of employers to choose their representatives 
would not satisfy the opponents of the bill. What is really sought is a legal 
strait-jacket upon labor organizations, on the specious theory that such organ- 
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supporting company unions or interfering with the estab- 
lishment or creation of any labor organization by dis- 
crimination in the matter of employment.’ (3) Employ- 
ers may not encourage or discourage membership in any 
labor organization by discrimination in the matter of em- 
ployment.’ (4) Employers may not discriminate against 


izations have no more legitimate concern in the organization of employees than 
have the employers themselves.” Report, supra note 4 at 15. 

Acts indicating interference, restraint or coercion are illustrated by the fol- 
lowing Board decisions: Pennsylvania Greyhound Lines, Inc., Dec. 7, 1935, 1 
NLRB 1, 16 (threats of discharge; warning against union membership and its 
consequences) ; Oregon Worsted, June 6, 1936, 1 NLRB 915, 924 (intimidation 
of union workers for serving on union committee) ; Alaska Juneau Gold Min- 
ing Co., July 21, 1936, 103-D-94 (stopping credit at food store); Atlas Bag 
and Burlap Co., March 4, 1936, 1 NLRB 292 (threat to remove plant unless 
workers joined company union) ; Wheeling Steel Corp., May 12, 1936, 1 NLRB 
699, 710 (foremen ordered to prefer members of Company-dominated union to 
members of outside union). Agwilines, Inc., July 3, 1936, 90-D-83; Brown 
Shoe Co., May 29, 1936, 1 NLRB 803, 827; Pacific Greyhound Lines, Inc., Dec. 
18, 1936, 138-D-115 (industrial espionage operating through private detectives, 
company officials or employees). Clinton Cotton Mills, Dec. 31, 1935, 1 NLRB 
97, 103 (presence of company officials at union meeting); General Industries 
Co., April 30, 1936, 1 NLRB 678, 680 (company officials stood in front of hall 
where union meeting was to be held and took down names of men attending). 
William Randolph Hearst et al., Jan. 13, 1937, 144-D-121 (expressions of hos- 
tility toward union: “It is obvious that employees, dependent upon the will of 
the management for the means of their livelihood, must regard the opinions of 
one (of the supervisory force) with gravity, especially when expressed with 
vehemence in regard to conditions affecting their employment. It can make no 
difference that these opinions are called ‘personal’; employees can as ill afford 
the ‘personal’ as the ‘official’ hostility of their employers.”). Radiant Mills Co., 
March 4, 1936, 1 NLRB 274, 277 (placing periodicals with anti-union articles 
near time clock on return of workers after lay-off) ; Hardwick Stove Co., July 
8, 1936, 96-D-88 (bribery of union men); Alabama Mills, July 6, 1936, 93-D- 
86 (payment by Company of salaries of armed deputies); S. L. Allen and Co., 
May 13, 1936, 1 NLRB 714, 724 (strike-breakers with criminal records used 
to break strike by violence); Remington Rand, March 13, 1937, 161-D-130 
(support. of townspeople and town police force enlisted to hinder union and to 
run plant without union help). 

6 Sec. 8(2). 

“Nothing in the bill prohibits the formation of a company union, if by that 
term is meant an organization of workers confined by their own volition to the 
boundaries of a particular plant or employer. What is intended is to make such 
organization the free choice of the workers, and not a choice dictated by forms 
of interference which are weighty precisely because of the existence of the em- 
ployer-employee relationship.” Report, supra note 4 at 17. 

Considerations in finding of interference or domination are illustrated by the 
following Board decisions: Oregon Worsted Co., June 11, 1936, 1 NLRB 915, 
919 (introduction of plan by president of company in course of a speech against 
outside unions) ; Clinton Cotton Mills, Dec. 31, 1935, 1 NLRB 97, 102 (forma- 
tion of employees’ association by supervisory employees: “The pressure that a 
supervisory official exerts because of his position when he asks an employee to 
join a labor organization is clearly felt by the employee who works under him.”). 
Atlas Bag and Burlap Co., March 4, 1936, 1 NLRB 292, 299 (formation of shop 
union under advice of local Chamber of Commerce); International Harvester 
Co., Nov. 12, 1936, 125-D-107 (expenses of organization borne by management ; 
unceasing praise of employee representation plan by supervisory officials). 

7 Sec. 8(3). 

“This spells out in greater detail the provisions of section 7(a) prohibiting 
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employees because they have filed charges or given testi- 
mony under the Act.* (5) Employers are forbidden to 
refuse to bargain collectively with worker representatives 
selected according to the procedure set out by the Act.’ 
The National Labor Relations Board, composed of 
three members, is intrusted with the administration of the 
Act. The Board is given authority to investigate contro- 
versies which may occur over the representation of em- 
ployees.”” It is empowered to hold hearings and to cer- 
tify to the parties the representatives designated in the 
particular unit which the board has chosen as appropriate 


‘yellow-dog’ contracts. . . . Nothing in this subsection prohibits interference 
with the normal exercise of the right of employers to select their employees or to 
discharge them.” Report, supra note 4 at 19. 

For valid reasons for discharge see: Greensboro Lumber Co., April 27, 1936, 
1 NLRB 629, 635 (upholding the discharge of worker who feigned sickness in 
order to leave the plant); Union Pacific Stages, Inc., April 2, 1937, 166-D- 
116a (sustaining discharge of bus driver who failed to report a collected fare) ; 
Cleveland Chair Co., June 4, 1936, 1 NLRB 892, 900 (sustaining discharge of 
employee who was absent from work without reporting, in violation of company 
rules). But consider the following statement: “Similarly, the fact that em- 
ployees were retained who had committed errors as serious as those advanced 
as reasons for the discharge does not imply that discharge for such error would 
not have been justified. It indicates merely that the error was not in fact the 
motivating cause for the severance of employment.” First Annual Report of 
NLRB, June 30, 1936 at 80. 

8 Sec. 8(4). 

9Sec. 8(5). 

“It is hardly necessary to state that from the duty of the employer to bargain 
collectively with his employees there does not flow any duty on the part of the 
employer to accede to demands of the employees. However, before the obliga- 
tion to bargain collectively is fulfilled, a forthright, candid effort must be made 
by the employer to reach a settlement of the dispute with his employees. Every 
avenue and possibility of negotiation must be exhausted before it should be ad- 
mitted that an irreconcilable difference creating an impasse has been reached. 
Of course no general rule as to the process of collective bargaining can be made 
to apply to all cases. The process required varies with the circumstances in 
each case. But the effort at collective bargaining must be real and not merely 
apparent.” Sands Manufacturing Co., April 17, 1936, 1 NLRB 546, 557. CF. 
“Cease and desist orders, however, are unsuitable instruments for the enforce- 
ment of the duty to bargain collectively as defined by the Board. The essence 
of this duty is the mental disposition of the employer. He is to sustain a sincere 
willingness to make an agreement with his employees if possible. If hostile acts 
of coercion take place, they can be restrained, but it is extremely doubtful 
whether good faith is responsible to sanctions. A more subtle technique than 
compulsory process is required if intentions are to be reformed.” Latham, 
Federal Regulation of Collective Bargaining (1937) 6 Geo. Wasn. L. Rev. 1, 5. 
The writer suggests at page 9: “A basic federal conciliation and arbitration 
policy could be established by amendment to the Wagner-Connery Act. Sec- 
tion 8(5) could be repealed and in its place substituted the framework for the 
administration of the conciliatory, and mediatory powers which would be 
added.” In the appendix at page 19 the writer submits a model draft for a 
federal conciliation and arbitration act which he suggests should take the place 
of section 8(5) in the Wagner Act. 

10 Sec. 9(c). 
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for collective bargaining purposes." The Board is au- 
thorized to conduct elections in connection with such 
hearings to determine the appropriate bargaining units. 
The Act provides that representatives selected for the 
purposes of collective bargaining by a majority of the 
employees in an appropriate unit shall be the exclusive 
representatives of all the employees in such unit for the 
purpose of collective bargaining.” 

The Board is empowered to hold hearings and issue 
cease and desist orders for the prevention of unfair labor 
practices.” It may petition the appropriate Circuit Court 
of Appeals for enforcement of its orders.* Persons ag- 
grieved by final orders of the Board may also petition the 
appropriate Circuit Court of Appeals and obtain a re- 
view.” The Board is given the power to issue subpcenas*® 
and to petition the District Courts for orders compelling 
obedience to the subpeenas it has issued.*’ The Act pro- 
vides certain criminal penalties for wilful interference 
with the Board in the performance of its duties.” 

The sole constitutional justification for the exercise by 

the Board of the powers given it under the Act is, of 
course, the Commerce Clause. By the express terms of 
the Act, the jurisdiction of the Board is limited to contro- 
versies “affecting commerce.”*’ It was unquestionably 
the intent of Congress to give the Board jurisdiction over 
labor disputes to the full extent of the federal power to 
11 Sec, 9(b). 
12 Sec. 9(a). 
13 Sec. 10(c) 
14 Sec. 10(e). 
15 Sec. 10(f). 
16 Sec. 11(1). 
17 Sec. 11(2). 
18 Sec. 12. 


19 Section 9(c) provides: “Whenever a question affecting commerce arises 
concerning the representation of employees, the Board may investigate . . . 
and certify . . . the representatives selected.” Section 10(a) provides: “The 
Board is empowered . . . to prevent any person from engaging in any un- 
fair labor practice (listed in section 8) affecting commerce.” 

The Act exempts from its operation federal, state and municipal employees 
(§2(2)), agricultural workers and domestic servants (§2(3)). It has been 
suggested that political expediency dictated the exclusion of agricultural work- 
ers. See Legis. (1935) Con. L. Rev. 1098, 1114. 
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regulate under the Commerce Clause.” The Act, how- 
ever, makes no attempt to define the limits of this power. 
It is aimed at those unfair practices which affect inter- 
state commerce. Whether or not a particular practice 
affects interstate commerce in such a close and intimate 
fashion as to be subject to federal control, and hence to 
lie within the authority conferred upon the National La- 
bor Relations Board, is left by the Statute to be deter- 
mined as individual cases arise.” 

On April 12, 1937, the Supreme Court handed down 
five decisions,” each upholding the validity of the Wag- 
ner Act as it applied to five situations. Two of these 
cases, which were five to four decisions, are of the great- 
est significance in the field of interstate commerce law. 

The Jones and Laughlin Steel Corporation, in the 
course of a labor dispute, was charged with unfair prac- 
tices within the meaning of the Wagner Act.” The Na- 





20 See Sen. Rep. No. 573, 74th Cong., Ist Sess. (1935) at 18, where the com- 
mittee states “that is intended in this bill to exercise the full Constitutional 
power of Congress to prevent the described unfair labor practices.” 

21 Section 1 states: “The denial by employers of the right of employees to 
organize . . . lead to strikes . . ., which have . . . the necessary effect of 
burdening . . . commerce by (a) impairing the efficiency, safety, or operation 
of the instrumentalities of commerce; (b) occurring in the current of com- 
merce; (c) materially affecting, restraining, or controlling the flow of raw 
materials or manufactured or processed goods from or into the channels of 
commerce, or the price of such materials or goods in commerce; or (d) caus- 
ing diminution of employment and wages in such volume as substantially to 
impair or disrupt the market for goods flowing from or into the channels of 
commerce.” 

These findings suggest an intent on the part of the framers of the Act to 
regulate the labor relations of all employers, whether engaged in operating the 
instrumentalities of commerce, in a business involving some aspects of inter- 
state movement, or in a business whose only connection with interstate com- 
merce is that its employees purchase goods that have been shipped in interstate 
commerce. 

22 National Labor Relations Board v. Jones and Laughlin Steel Corporation, 
301 U. S. 1, 57 Sup. Ct. 615, 81 L. ed. 893 (1937); National Labor| Relations 
Board v. Fruehauf Trailer Co., 301 U. S. 49, 57 Sup. Ct. 642, 81 L. ed. 921 
(1937) ; National Labor Relations Board v. Friedman-Harry Marks Clothing 
Co., 301 U. S. 58, 57 Sup. Ct. 645, 81 L. ed. 918 (1937); Washington, Vir- 
ginia and Maryland Coach Co. v. National Labor Relations Board, 301 U. S. 
142, 57 Sup. Ct. 648, 81 L. ed. 965 (1937); Associated Press v. National Labor 
Relations Board, 301 U. S. 103, 57 Sup. Ct. 650, 81 L. ed. 953 (1937). 

23“The unfair labor practices charged were that the Corporation was dis- 
criminating against members of the union with regard to hire and tenure of em- 
ployment, and was coercing and intimidating its employees in order to interfere 
with their self-organization. The discriminatory and coercive action alleged 
was the discharge of certain employees.” National Labor Relations Board v. 
Jones and Laughlin Steel Corporation, id. at 22. 
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tional Labor Relations Board took jurisdiction of the 
controversy, investigated the charges according to the 
procedure set out by the Act, found against the Corpora- 
tion and issued a cease and desist order. On the final ap- 
peal from this order, the Supreme Court, in the case of 
the National Labor Relations Board v. Jones and Laugh- 
lin Steel Corporation, held for the Board. In the case of 
National Labor Relations Board v. Friedman-Harry 
Marks Clothing Company, the Board had taken jurisdic- 
tion over a labor dispute™* involving a Virginia manu- 
facturer of men’s clothing. Again the Supreme Court 
upheld the Board. In these cases the Court held that the 
relationship between employers and employees in these 
two manufacturing plants, because of the intimate con- 
nection between such relationship and interstate com- 
merce, could be regulated by the federal government un- 
der the commerce power. 

In the Jones and Laughlin case the Chief Justice, 
speaking for the majority of the Court, emphasized the 
magnitude of the interstate operations of the steel cor- 
poration. He dealt extensively with the Commerce 
Clause and found it broad enough to sanction federal reg- 
ulation of labor relations in this huge, vertically inte- 
grated business, with its wide interstate ramifications. 
The Chief Justice observed : 

“When industries organize themselves on a national scale, 
making their relationship to interstate commerce the dominant 


factor in their activities, how can it be maintained that their in- 
dustrial labor relations constitute a forbidden field into which 


24“With respect to unfair labor practices, the Board found that in the sum- 
mer of 1935 employees of respondent had formed a local union of the Amal- 
gamated Clothing Workers of America and were soliciting membership therein. 
Respondent’s management ‘at once indicated hostility to the union organization 
of its employees and declared that it would not permit them to join the Amal- 
gamated.’ Statements of the president of the respondent showing his antagonism 
to the union were quoted by the Board. At one time he stated to a group of 
employees that he would discharge every one that attended the union meeting. 

. . Respondent’s management ‘has maintained surveillance over union meet- 
ings and activities.’ The findings set forth the circumstances of the discharge 
of employees. The Board concluded that these discharges were because of the 
membership of the employees in the labor organization. . . . The findings of 
the Board . . . as tothe . . . circumstances of the discharge of its employees 
are supported by the evidence.” National Labor Relations Board v. Friedman- 
Harry Marks Clothing Co., supra note 22 at 75. 
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Congress may not enter when it is necessary to protect interstate 
commerce from the paralyzing consequences of industrial war ?”’?5 
The Friedman-Harry Marks case was decided on the 
authority of the Jones and Laughlin case. There was no 
further discussion by the Court of the Commerce Clause, 
nor any recognition of a difference in the factual set-up 
of the two cases. To the adjudication of the Friedman 
case apparently it was immaterial (1) that Jones and 
Laughlin owned its own sources of raw materials in sev- 
eral states; (2) that the Corporation brought these raw 
materials to its mills in Pennsylvania through the opera- 
tion of its own facilities of interstate transportation; (3) 
that the Corporation largely utilized its own transporta- 
tion system in moving its finshed products out of Penn- 
sylvania; (4) that most of these finished products con- 
tinued to move on the Corporation’s transportation system 
to the Corporation’s own wholesale outlets located at 
widely separated points throughout the country; (5) that 
the Corporation was the fourth largest producer in the 
industry; and (6) that labor trouble interrupting pro- 
duction at its manufacturing plants would stop the inter- 
state movement, in-and-out, of an immense volume of 
goods.” 

Obviously an enumeration of these facts sets up no 
analogy to aid in the solution of the Friedman case. The 
Friedman-Harry Marks Clothing Company was a man- 
ufacturer of men’s clothing with a single plant at Rich- 
mond and an annual business of not over two million dol- 
lars. The Company did not own any of its sources of 
raw materials, sold most of its products f. o. b. Richmond, 
and was not engaged in any form of interstate transpor- 
tation.” It produced less than one-half of one per cent 
of the total production of men’s goods in the United 
States.* Mr. Justice McReynolds, dissenting, said that 


25 Supra note 22 at 41. 

26 Td. at 25-28. 

27 Supra note 22 at 72. 

28 Dissenting opinion, supra note 22 at 87. 
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if the plant were closed today “the ultimate effect on com- 
merce in clothing would be negligible.”* The only 
really significant thing in common between the two com- 
panies, between the far-flung, integrated industrial giant 
and the local manufacturing establishment, is that both 
brought a major part of their raw materials into the state 
to be manufactured and sent the greater part of their fin- 
ished products out of the state. 


It is uncertain, however, just how much influence this 
fact had with the Court in the Friedman case. The Court 
stated that ninety-nine per cent of the company’s raw ma- 
terials came from other states and eighty-two per cent of 
its finished garments were sent out of the state,*’ but the 
controlling factor in the case seems to have been the basic 
interstate nature of the men’s clothing industry as a whole. 
In careful detail the Court recites the Board’s findings on 
this point: 

“The men’s clothing industry is thus an industry which is 
nearly entirely dependent in its operations upon purchases and 
sales in interstate commerce and upon interstate transportation. 
There is a constant flow of raw wool from the Western States 
and foreign countries to the mills of New England where it is 
transformed into men’s wear fabrics, thence to the sponging and 
shrinking plants of New York and Philadelphia, then, joined by 


other necessary raw materials to the fabricating factories of the 
Middle Atlantic States for manufacture into clothes.” ** 


The Court also quoted with approval the findings of the 
Board in relation to the Amalgamated Clothing Work- 
ers of America, the labor organization involved in the 
case. The Board found that prolonged general strikes in 
the industry in New York, Chicago and other cities some 
years ago finally led to the recognition of the Amalga- 
mated Clothing Workers and to the negotiation of col- 
lective agreements, with the result that a lasting peace 
had been brought to a large part of the industry.” 


29 Ibid. 

30 Supra note 27. 

31 Supra note 22 at 73. 
32 Td. at 73-75. 
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From the emphasis placed on these facts, it seems fair 
to assume that the Court in the Friedman case was look- 
ing at the parties litigant not as entities but as members of 
larger, correlated aggregates. A strike by a local unit of 
the Amalgamated in any one of the small, highly compet- 
itive units of the men’s clothing industry would obviously 
have a slight effect on interstate commerce. Labor trouble 
in the industry as a whole would affect interstate com- 
merce seriously. The Court by accepting the findings of 
the Board relative to the factual background of the labor 
relations of the entire industry, and the intimate tie up 
between such labor relations and the free movement of 
interstate commerce, felt free to predicate its decision on 
a basis of national rather than local need. The Court had 
before it the picture of an essentially interstate industry, 
once torn by violent labor wars, which had achieved a 
considerable measure of industrial peace through a rather 
complete recognition of the principle and practices of 
collective bargaining. But looming in the not improb- 
able future, the Court could discern symptoms indicating 
that the industry was reverting to its former chaotic con- 
ditions. An ever increasing stream of migratory employ- 
ers moving toward areas of non-union, low-wage labor 
was rekindling old flames of labor discord. The pressure 
of this new competition was driving the employers of 
union labor, through the force of economic necessity, to 
exert pressure, in turn, on their employees. The Su- 
preme Court found that Congress under the commerce 
power, that power that has historically been of para- 
mount efficacy in furthering the aims of nationalism,” 
could take appropriate steps to break the vicious circle. 

From a study of the Supreme Court decisions discussed 
above, it is apparent that no new formula has been stated 


38 Gibbons v. Ogden, 9 Wheat. 1, 6 L. ed. 23 (U. S. 1824); Champion v. 
Ames, 188 U. S. 321, 23 Sup. Ct. 321, 47 L. ed. 492 (1902); Hoke v. United 
States, 277 U. S. 308, 33 Sup. Ct. 281, 57 L. ed. 523 (1913); Shreveport Case, 
234 U. S. 342, 34 Sup. Ct. 833, 58 L. ed. 1341 (1914). For general discussions 
see FRANKFURTER, THE COMMERCE CLAUSE (1937) ; Corwin, CoMMERCE POWER 
Versus States’ Ricuts (1936). 

4 
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which will determine when interstate commerce is af- 
fected within the meaning of the Constitution.* The 
Wagner Act cases, considered narrowly, merely held that 
the labor relations of a large manufacturing plant whose 
business is largely interstate affect commerce within the 
meaning of the Wagner Act, and that the labor relations 
of a relatively small manufacturing establishment with a 
preponderately interstate business, and which is a unit of 
a large, essentially interstate industry, also affect com- 
merce within the meaning of the Statute. Future cases 
will clarify this narrow concept of the National Labor 
Relations Board’s jurisdiction, but it is probable that a 
definite formula for solving the problems inherent in the 
words “affecting commerce,” will always be unobtain- 
able.’ It is doubtful that such a formula is desirable. 
Mechanical rules and formule are tools ill adapted to 
the solution of problems which are closely interrelated 
with questions of public policy and social interest. 

Any discussion of the pitfalls of a mechanical jurispru- 
dence in the field of constitutional interpretation natu- 
rally leads to a comparison of the Wagner cases with the 
Schechter® and Carter Coal Company™ cases. These two 
cases had set up a “direct” and “indirect” effect formula 
for the solution of interstate commerce cases that appar- 
ently precluded any federal regulation of industries en- 
gaged in production. Are these cases overruled by the 
Wagner cases? They were not overruled directly. In 
the Jones and Laughlin case the Court distinguished the 


34 See Teple, Federal Power Over Things Which Affect Interstate Com- 
merce (1937) 4 Onto Sr. L. J. 56, 91-92 for a suggested formula. 


85 See Powell, Commerce, Pensions, and Codes (1935) 49 Harv. L. Rev. 1, 
193. At page 211 Professor Powell said that “the formula may be said to be 
that Congress must not be allowed to roam so widely that there will not be 
enough reserved space for the exclusive roaming of the states. With this, we 
must unanimously be inclined to agree.” It would seem that this vague “for- 
mula” is quite realistic. 


86 Schechter Poultry Corporation v. United States, 295 U. S. 495, 55 Sup. Ct. 
837, 79 L. ed. 1570 (1935). 


87 Carter v. Carter Coal Co., 298 U. S. 238, 56 Sup. Ct. 855, 80 L. ed. 749 
(1936) (The Guffey Coal Act case). 
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Schechter and Carter Coal cases. The Court gave the 
subject four sentences: 
“In the Schechter case, supra, we found that the effect there 
was so remote as to be beyond the federal power. To find ‘im- 
mediacy or directness’ there was to find it almost ‘anywhere,’ a 
result inconsistent with the maintenance of our federal system. 
In the Carter case, supra, the Court was of the opinion that the 
provisions of the Statute relating to production were invalid upon 
several grounds,—that there was an improper delegation of legis- 
lative power, and that the requirements not only went beyond 
any substantial measure of protection of interstate commerce, but 
were also inconsistent with Due Process. These cases are not 
controlling here.” ** 

Were the Schechter and Carter cases overruled as a 
matter of fact, in so far as the decisions were based on the 
Commerce Clause? No one knows. Every commenta- 
tor on the subject has an opinion,” but more cases must be 


decided before a conclusive answer can be given. 

It can be stated catagorically, however, that both the 
language and holding in the Jones and Laughlin case have 
repudiated the concept of the “direct and indirect effect” 


test which was implied in the holding in the Schechter 
case, and which was clarified explicitly and elaborately 
in the Carter case. In the Schechter case Chief Justice 
Hughes said: 


“In determining how far the federal government can go in con- 
trolling intrastate transactions upon the ground that they ‘affect’ 
interstate commerce, there is a necessary and well-established 
distinction between direct and indirect effect.” *° 


88 Supra note 22 at 40-41. 


89 Comparing the Carter and Jones and Laughlin cases, Professor Howard 
said: “That the two decisions, and the opinions in which they are embodied, 
are fundamentally inconsistent is quite obvious.” Howard, Js Our Constitution 
Adequate for Present Day Needs? (1937) 23 Wasn. U. L. Q. 47, 82. See 
also Mueller, Businesses Subject to the National Labor Relations Act (1937) 
35 Micu. L. Rev. 1286, 1286-1288; Teple, Federal Power Over Things Which 
Affect Interstate Commerce (1937) 4 Outo St. L. J. 56, 61-62; Forage, That 
Which “Directly” Affects Interstate Commerce (1937) 17 Dicxtnson L. REv. 
1, 6-7; Nathanson, The Wagner Act Decisions Studied in Retrospect (1937) 32 
Inu. L. Rev. 196, 196-199. Contrast the following: “Though the Schechter and 
Carter cases contained certain expressions which on a superficial reading might 
have been taken to indicate a contrary conclusion, these cases were easily dis- 
tinguished away by the Court.” Magruder, A Half Century of Legal Influence 
_ the Development of Collective Bargaining (1937) 50 Harv. L. Rev. 1071, 


40 Supra note 36 at 546. 





448 THE GEORGE WASHINGTON LAW REVIEW 


It is interesting to note here that the three cases“ cited 
by the Court in support of the “well-established distinc- 
tion” were cases involving not a federal, but a state stat- 
ute. The test of “indirectness” was used in these cases to 
prevent state encroachment upon federal powers. The 
Schechter case, of course, made use of the test of direct- 
ness to protect state powers. Since the subject matter of 
the test is the commerce power, a power belonging exclu- 
sively to the federal government, it is submitted that on 
the basis of the cases cited the “well-established distinc- 
tion” asserted by the Court boasts a parentage of doubtful 
legitimacy. 

Regardless of origin or parentage, however, the dis- 
tinction of direct and indirect effect was well-established 
after the Schechter case. The Constitution gives Con- 
gress the power to regulate commerce among the states. 
The Supreme Court in the Schechter case said that con- 
gressional regulation may not extend to those matters 
which affect interstate commerce indirectly. Granting 
the validity and need for some limitation on the power of 
Congress to regulate those things affecting interstate com- 
merce, and recognizing the fact that the Court has seen fit 
to establish this limitation by invoking the direct and in- 
direct effect test, the really vital problem still remains. 
How can it be determined in a given situation when the 
effect on interstate commerce is direct and when it is in- 
direct? The Court in the Schechter case said that certain 
practices in a New York chicken market affected inter- 
state commerce indirectly, and that therefore Congress 
could not regulate those practices. How did the Court 
determine this fact of indirectness? From the language 
of the decision it is difficult to say. There is the implica- 
tion in the concurring opinion of Mr. Justice Cardoza 
that the word “direct” should be construed in terms of 


41 Simpson v. Shepard (Minnesota Rate Case) 230 U. S. 352, 410, 33 Sup. 
Ct. 729, 57 L. ed. 1511 (1912); Kidd v. Pearson, 128 U. S. 1, 21, 9 Sup. Ct. 
6, 32 L. ed. 346 (1888): Heisler v. Thomas Colliery Company, 260 U. S. 245, 
259, 43 Sup. Ct. 83, 67 L. ed. 237 (1922). 
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cause and effect, that a substantial effect would be con- 
sidered a direct effect.** The holding, however, indicated 
that some consideration other than, or in addition to, 
cause and effect influenced the Court. The Supreme 
Court left unreversed the finding of fact showed and ap- 
proved by the Circuit Court of Appeals that the New 
York chicken business not only exerted an influence, but 
held “dominion” over, the entire chicken business of the 
nation. 

Whatever doubts there were remaining after the 
Schechter decision as to what the Court meant by direct- 
ness were removed by the language of the Carter case. 
Mr. Justice Sutherland was explicit. He said: 

“The distinction between a direct and indirect effect turns, not 
on the magnitude of either the cause or the effect, but entirely 
upon the manner in which the effect has been brought about. If 
the production by one man of a single ton of coal intended for 
interstate shipment, affects interstate commerce indirectly, the 
effect does not become direct by multiplying the tonnage, or in- 


creasing the number of men employed, or adding to the expense 
or complexity of the business, or by all combined.” ** 


The position of the Court, as can be seen from the above 
passage, is that production, no matter how extensive and 
far reaching its effects may be on interstate commerce, is, 
in its effect on such commerce, intrinsically indirect.” 
The door seemed closed to federal regulation of any mat- 
ters of production. The Court had taken a hard and fast 


6 


position.** Apparently, even though interstate commerce 
might be paralyzed or seriously impeded because of local 
maladjustments, a particular type of maladjustment, that 


42 “There is a view of causation that would obliterate the distinction between 
what is national and what is local in the activities of commerce. Motion at the 
outer rim is communicated perceptibly, though minutely, to recording instru- 
ments at the center. A society such as ours ‘is an elastic medium which trans- 
mits all tremors throughout its territory; the only question is of their size.’ 
Per Learned Hand, J., in the court below. The law is not indifferent to con- 
siderations of degree.” Supra note 36 at 554. 

4376 Fed. (2d) 617, 618 (C. C. A. 2d, 1935). 

44 Supra, note 37 at 308. 

45 See Corwin, op. cit. supra note 33 at 201-209. 


46 “Tt would be difficult to concoct language more all-inclusive than that just 
quoted, or better calculated to close the door to any possible reconsideration of 
the question in the future.” Howard, supra note 39 at 82. 





450 THE GEORGE WASHINGTON LAW REVIEW 


involving production, could not be corrected by Congress 
because (1) Congress may regulate only those matters 
which affect interstate commerce directly, and (2) the 
metaphysically determined effect of production on inter- 
State commerce is always indirect. Logically, the door 
was closed. But as Mr. Justice Holmes has said, “the 
life of the law has not been logic; it has been experi- 
ence,”’*” and experience, in the sense of a growing recog- 
nition by a part of the Court of the stern realities of our 
national economic and political needs, demanded that the 
door be reopened.” Chief Justice Hughes and Mr. Jus- 
tice Roberts, who had concurred with Mr. Justice Suth- 
erland in the Carter case, responded to this demand. 
They joined the three dissenters of the Carter case to 
make the majority of five of the Jones and Laughlin case. 
In that case the Chief Justice who spoke for his four as- 
sociates said: 


“In view of respondent’s far-flung activities, it is idle to say 
that the effect would be indirect or remote. It is obvious that it 
would be immediate and might be catastrophic. We are asked to 
shut our eyes to the plainest facts of our national life and to deal 
with the question of direct or indirect effect in an intellectual 
vacuum.” *® 


The Chief Justice also made this significant statement: 


“Tt is the effect upon commerce, not the source of the injury 
that is the criterion.” ° 


It is obvious that the Court had changed its approach. 
Whereas the Court in the Carter case placed all the em- 
phasis on the manner in which local matters produce their 


47 Ho_mMEs, THE Common LAw (1881) 1. 


48 The decisions of the court in the Schechter and Carter cases have been 
criticized by many legal scholars. See, for example, Corwin, op. cit. supra 
note 33; Powell, supra note 35; Edgerton, The Incidence of Judicial Control 
over Congress (1937) 22 Corn. L. Q. 299; Carpenter, The President and the 
Court (1937) 71 U. S. L. Rev. 139; Mueller, supra note 39; Nathanson, supra 
note 39; Lee, The Supreme Court Catches Up with the Nation (1937) 71 U. S. 
L. Rev. 199. 

It is probable that at the time of the Wagner decisions the Court was pe- 
culiarly aware of the widespread dissatisfaction with these and other decisions. 
Great publicity was brought to bear on the Court’s past decisions following 
President Roosevelt’s proposal for the reorganization of the Judiciary. 


49 Supra note 22 at 41. 
50 Td. at 32. 
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effect upon interstate commerce, in the Jones and Laugh- 
lin case the Court put all the emphasis on the effect itself. 
In the Carter case the concept of directness was conceived 
as a law of physics, exact and mechanical.” In the Jones 
and Laughlin case the concept was conceived as a law of 
economics or sociology, as a flexible law designed to give 
results in the world of human affairs. The Jones and 
Laughlin case retained the form of the “direct and indi- 
rect effect” test but materially changed the old meaning. 
The word “direct” took on the meaning of “substantial.” 
Congress may regulate those matters which affect inter- 
state commerce substantially. This more nearly describes 
the test of the Jones and Laughlin case. 

It is submitted that the abandonment by the Court of 
the directness test of the Carter case was inevitable. The 
world of reality, the world that as ever was busily en- 
gaged in the eternal economic and political tug of war 
between the Haves and the Have-nots, the world of John 
L. Lewis and Tom Girdler, would not remain quiescent 
pending any mere metaphysical determination of direct- 
ness and indirectness. If there must be the distinction of 
direct and indirect, and if the distinction is to have any 
real relation to the federal power to regulate interstate 
commerce, it is imperative that the approach of the Jones 
and Laughlin case be adopted. A sociological jurispru- 
dence must determine whether an effect is direct or indi- 
rect in the pragmatic light of a finding of relevant facts.” 

51]t would seem that the words “direct” and “indirect” are in themselves 
particularly conducive to mechanical treatment. “In this case the traditional 
test of the limit of state action by inquiring whether the interference with com- 
merce is direct or indirect seems to me too mechanical, too uncertain in its ap- 
plication, and too remote from actualities, to be of value. In thus making use 
of the expression ‘direct’ and ‘indirect interference’ with commerce, we are 
doing little more than using labels to describe a result rather than any trust- 
worthy formula by which it is reached.” Mr. Justice Stone, dissenting opinion, 
Di Santo v. Pennsylvania, 273 U. S. 34, 44, 47 Sup. Ct. 267, 71 L. ed. 324 
(1927). Consider the following: “It may be doubted whether the hostile ad- 
jectives are the happiest that could be chosen . . . they speak with the tongue 
of physics rather than with the tongue of economics. . . . They tend to make 


the judicial enterprise look easier and simpler than it really is.” Powell, supra 
note 35 at 208. 


52 “Sociological jurisprudence presupposes a specialized form of social control, 
namely, through the pressure of politically organized society, and that legal in- 
stitutions and doctrines and precepts are in that sense instruments of social con- 
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In doing this, in changing “direct and indirect effect” 
from a mechanical rule or formula to a standard, the 
Court has shown an enlightened sympathy toward the 
realities of modern industrial civilization. 

Probably the most fundamental of the many vital prob- 
lems left unsolved by the Wagner decisions is the prob- 
lem of determining which businesses are within the scope 
of the Act. In which businesses has the Labor Board 
jurisdiction over labor relations under the Statute? 

A mechanical comparison of the holdings of the Wag- 
ner Act cases with the Schechter and Carter cases would 
indicate that the Act did not apply to those businesses 
where only the raw materials moved in interstate com- 
merce, or to those industries where only the finished prod- 
uct moved in interstate commerce. In the Wagner Act 
cases, a large proportion of both raw materials and fin- 
ished products were shipped in and out of the state. 

In the Schechter case, ninety-six per cent of the chick- 


trol, capable of being improved with reference to their ends by conscious, in- 
telligent effort. . . . Whatever philosophy may find, if it ever does so, as the 
ultimate measure of values, jurisprudence has to find an immediate measure 
since men will not rest easily under a system of norms claiming no higher au- 
thority than imposition by those who wield the power of the political organiza- 
tion. This practical measure is found (and long has been found in fact, though 
not in conscious theory) in an idea of social engineering—an idea of giving the 
most complete security and effect to the whole scheme of human demands or 
desires, which have pressed or are pressing for recognition and securing, with 
the least sacrifice of the scheme as a whole, the least friction, the least waste. 
This is a problem of all the social sciences in one way or another. . . . We 
treat it as a problem of jurisprudence and yet in its larger aspects as not merely 
a problem of that science. In other words, we study law in all its senses as a 
much specialized phase of what in a larger view is a science of society.” Pound, 
Fifty Years of Jurisprudence (1937) 51 Harv. L. Rev. 444, 777, 810-811. “This 
conception of the end of the law as determining the direction of its growth, 
which was Jhering’s great contribution to the theory of jurisprudence, finds its 
organon, its instrument, in the method of sociology. Not the origin, but the 
goal, is the main thing. There can be no wisdom in, the choice of a path un- 
less we know where it will lead. The teleological conception of his function 
must be ever in the judge’s mind. This means, of course, that the juristic 
philosophy of the common law is at bottom the philosophy of pragmatism. Its 
truth is relative, not absolute. The rule that functions well produces a title 
deed to recognition.” Carpozo, THE NATURE OF THE JupICIAL Process (1921) 
at 102-103. See Enriicn, GRUNDLEGUND Der Socio.ocige Des Recuts (1913) 
transl. by Mont as FUNDAMENTAL PRINCIPLES OF THE SocioLocy or Law 
(1936), See Review by Simpson (1937) 51 Harv. L. Rev. 190; Pounp, INTER- 
PRETATIONS OF LEGAL History (1923) at 152-65; Pound, The Scope and Pur- 
pose of Sociological Jurisprudence (1911) 25 Harv. L. Rev. 140, 489. See 
Pound, supra 25 Harv. L. Rev. 140, 489 for the literature of sociological juris- 
prudence before 1911. See Pound, supra 51 Harv. L. Rev. 444, 777 at 800 for a 
list of the important works since that time. 
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ens involved, the raw material, came from interstate com- 
merce and were then processed and disposed of locally.” 
As has been stated above, in spite of an unreversed finding 
that the demoralization of the New York chicken market 
had national interstate repercussions throughout the in- 
dustry, the Court held such demoralization in its effect on 
interstate commerce to be only “indirect.” 

In the Carter case, the converse situation was presented. 
The raw material, which was coal, was, of course, mined 
locally and from the mines moved into interstate and for- 
eign commerce. The Supreme Court said that labor re- 
lations affecting the coal mining industry affected inter- 
state commerce indirectly. 

The purely logical analysis of these holdings would 
seem therefore to suggest that the finding of “directness” 
in the Wagner Act cases was predicated on the fact of an 
in-and-out interstate movement of both raw and finished 
materials. 

From the implications of the decisions, however, and 
from the liberal attitude which the Court took toward the 
scope of federal power over interstate commerce, there is 
reason to believe that the holdings in the Wagner cases 
were not intended to be so limited. It is significant that 
although Chief Justice Hughes might have readily dis- 
tinguished the Carter case, as was suggested by the gov- 
ernment’s argument, on the ground that there only the 
finished goods moved in interstate commerce, he failed to 
do so. He chose instead, as has been shown above, the 
less pretentious method of suggesting that the Guffey 
Coal Act involved violations of constitutional provisions 
other than the Commerce Clause. ‘Though the Chief 
Justice failed to do so, he could have adopted, on the 
basis of the decision of the Schechter case, the same 
method in distinguishing that case.™ 

53 Supra note 36 at 520. 
54“The potent poison in the cup was the ruling that Congress had uncon- 
stitutionally delegated legislative power to the President and that the statute 


had never been duly born. . . . The Court need have said nothing about com- 
merce and nothing about due process” Powell, supra note 34 at 197. 
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Factually it is, of course, apparent that where there is 
only the one-way flow of interstate goods or materials, 
labor trouble causing a shut-down in production would 
still cause a stoppage of interstate movement, either of 
finished goods or raw materials, as the case might be. If 
the realistic meaning of the test of “directness” as estab- 
lished in the Jones and Laughlin case is accepted, it would 
seem that there are no grounds for distinction based on a 
test of one or two-way interstate movement. 


In illustrating the difficulties that a lower court has had 
in determining whether a particular business came within 
the Statute, it will be instructive to consider the case of 
National Labor Relations Board v. Santa Cruz Fruit 
Packing Company,” in the Ninth Circuit Court of Ap- 
peals decided by that court July 31, 1937. 


The Santa Cruz Packing Company was the sixth larg- 
est processor of fruits and vegetables in the State of Cali- 
fornia. All of the raw materials processed were produced 
within the State. Thirty-nine per cent of these materials 
were processed to be sold to persons in other states and 
foreign countries and shipped to them there. Sixty-one 
per cent were processed to be sold in California.” By a 
two to one decision, the Court held that the National La- 
bor Relations Board had properly taken jurisdiction of a 
labor dispute involving this packing company, and sus- 
tained the Board’s cease and desist order directed against 
the Company. Each Judge wrote a separate opinion. 


Judge Denman, speaking for the majority, said: 


“The questions for our solution are: (1) Is the Carter v. Car- 
ter Coal Co. decision overruled by the decision of the Supreme 
Court in National Labor Relations Board v. Jones and Laughlin 
Steel Corporation, . . . so far as the former holds that the 
Constitution gives no power to the Congress to regulate intrastate 
production and manufacture of goods with respect to its labor 
disputes, which diminish or throttle the flow of goods intended 
to be and which would be shipped into interstate commerce? 
(2) Granting the Congress has such power, can it be exercised 


559] Fed. (2d) 790 (C. C. A. 9th, 1937). 
56 Id, at 791-792. 
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when thirty-nine per cent. of the goods produced by the labor 
employed are shipped in interstate commerce ?”’ ** 


Answering these two questions the Judge said: 


“(1) Carter v. Carter Coal Co. and similar cases are over- 
ruled by National Labor Relations Board v. Jones and Laughlin 
Steel Corporation. Respondent’s contention that the Carter case 
is not overruled by the Jones and Laughlin decision is squarely 
presented to this court and it would be an evasion of our judicial 
obligation to deny it a full consideration or attempt to evade it by 
asserting that it is here ‘not controlling’ . . . (2) The specific 
constitutional grant of power to the Congress by article I, sec- 
tion 8, to regulate commerce among the States and with foreign 
nations is paramount to the exercise by the States of the power 
of regulation of the intermingled intrastate commerce, included in 
the general reservation of state powers by the Tenth Amend- 
ment. Hence, if any substantial percentage of a product pro- 
duced in a state is produced to enter interstate or foreign com- 
merce, the Congress may regulate its production, in so far as it 
affects the volume to enter such commerce, though such regula- 
tion also regulates a larger percentage of product which does not 
leave the State.” ** 


After finding what he called a complete analogy in prin- 
ciple between the Shreveport case,” relied upon by the 


Supreme Court in the Jones and Laughlin case,” and the 
case under consideration,” the Judge continued : 


“The suggestion that we should make an academically arbi- 
trary fifty per cent. as the boundary line between the two juris- 
dictions ignores the practical necessities of industry. Shall it be 
fifty per cent. in volume or price? What happens when for the 
first six months of the year sixty per cent. is exported and forty 
per cent. is domestic, and for the rest of the year the percentages 
are reversed? Does the federal control end on June 30th? On 
which is the burden of proof, the state interest or the federal? 

. Industry and business cannot thrive, in some cases it 
could not exist, in the uncertainty of such an abstract mathemati- 
cal solution of the problem. . . . What are the sufficient min- 
ima of producers’ contributions to the flow of commerce to war- 
rant congressional regulation must be decided as the questions 
arise. We have no doubt that the Santa Cruz Cmpany’s contri- 


bution . . . is ‘affecting commerce’ within the meaning of the 
Act.” 


57 Td. at 792. 

58 Td, at 792-793. 

59 Td. at 794. Shreveport Case, 234 U. S. 342, 34 Sup. Ct. 833, 58 L. ed. 
1341 (1914). 

60 Supra note 22 at 38-39. 

61 Supra note 55. 

62 Jd. at 794-795. 
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Judge Haney wrote a concurring opinion. He also 
held specifically that the Carter case had been overruled.” 
His interpretation of the commerce power, however, 
and his conception of the meaning of the Jones and 
Laughlin case in so far as it concerned that power, dif- 
fered materially from that of Judge Denman. Speaking 
of a definition of interstate commerce, he said: 


“Were it necessary to make such a definition, I believe the in- 
ference which might properly be taken from the Jones case is 
that anything which either starts or aids the flow of the stream 
is interstate or foreign commerce. As applied here, the begin- 
ning of the flow would be traceable to the planting of the seed. 
Successive stages would consist of the planting and growing, sale 
and delivery to respondent, the canning, the shipment in inter- 
state commerce, and each step thereafter until the product reached 
the hands of the consumer and was consumed by him. Each step 
would be a part of the stream. Such an interpretation is what I 
believe to be the intent of the words as used in the Constitu- 
tion.” ** 


Judge Haney, however, based his decision on less broad 
grounds. Relying on the fact that the Supreme Court 
had said that labor relations in production directly affect 


interstate commerce, he said: 


“I do not believe that it is important whether ninety-eight per 
cent. of respondent’s production or only one per cent. of it, ac- 
tually moved in interstate commerce. So long as one per cent. 
of the goods so moved, the unfair labor practice obstructed the 
movement to that extent. The effect would therefore be direct 
and immediate.” ®* 


Judge Wilbur dissented. He was of the opinion that 
when less than fifty per cent of the goods produced moved 
into interstate commerce, the labor relations of the pro- 


ducer could not be regulated by the federal government. 
He said: 


“The line must be drawn somewhere and it seems to me that 
it must at least be drawn so that control will reside in the sov- 
ereign most affected by the action. . . . Let it be granted that 
this conclusion is not entirely logical or satisfactory, neverthe- 
less it seems to be the only escape from a legalistic formulz (sic) 
which, under the guise of regulating commerce between the 


83 Jd. at 795. 
64 [bid. 
85 Jd. at 796. 
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States, virtually transfers to the federal government substan- 
tially all the powers which pertain to state sovereignty and which 
have been traditionally exercised by each of them ever since the 
Constitution was adopted.” 


It is interesting to note that not even the dissenting judge 
considered the Carter case controlling on the ground that 
all of respondent’s raw materials were obtained locally. 


These three opinions indicate forcibly the logical and 
practical difficulties involved ina test of federal power 
based on a consideration of relative percentages of intra 
and interstate movement. On December 6, 1937, the Su- 
preme Court granted certiorari of the Santa Cruz case. 
In deciding the case, it is submitted that the Court prop- 
erly ignored all of the “percentage of flow” approaches 
taken by the judges below. The fundamental nature of 
the field of national labor and its relation to national com- 
merce should be the paramount test.” 


66 Td. at 799-800. 


67 On March 28, 1938, after this article was written, the Supreme Court gave 
its decision in the Santa Cruz case. In upholding the court below the Supreme 
Court held: (1) The Santa Cruz Company was engaged in interstate com- 
merce. (2) Congress may protect interstate commerce from intrastate practices 
which in a direct and substantial manner tend to burden it. (3) The unfair 
labor practices proven against the Santa Cruz Company had the effect of caus- 
ing a strike and boycott which stopped all movement of Santa Cruz cargo into 
interstate commerce. (4) The unfair labor practices had a direct and substan- 
tial effect upon interstate commerce; they affected commerce within the mean- 
ing of the Wagner Act and are subject to Congressional control. 

The Supreme Court did not follow the court below and overrule the Carter 
case. The basis of the dissent, by Mr. Justice Butler for himself and Mr. Justice 
McReynolds, was that the Carter case, not having been specifically overruled, 
was controlling. 

In specifically refusing to concern itself with any consideration of a “per- 
centage of flow,” the Court said: “The critical words of the provision of the 
National Labor Relations Act in dealing with the described labor practices are 
‘affecting commerce,’ as defined (Sec. 2(6) ). It is plain that the provision 
cannot be applied by a mere reference to percentage. . . .” The Court con- 
fined itself to the facts of the case as found by the Board, and held that under 
those facts the labor relations involved had a direct and substantial relation to 
the freedom of interstate commerce. By interstate commerce the Court meant, 
primarily, the movement of those goods of the Santa Cruz Company which 
would normally flow out of the state. However the following passage in the 
opinion should be considered: “The Board found that interference with the 
activities of employees in forming or joining labor organizations results in 
strikes and industrial unrest which habitually have had the effect in the can- 
ning industry of impeding the movement of canned products in interstate and 
foreign commerce. Reference was made to official statistics of the United States 
Department of Labor in relation to the canning and preserving industries from 
which it appeared that of the fifteen strikes and lockouts in 1934, and the first 
six months of 1935, eight were the outcome of difficulties in regard to union 
recognition and discrimination for union activities, 7,484 workers being involved 
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The prime objective of the Wagner Act is to free our 
national commercial structure from the burden of labor 
wars. This objective may be furthered, according to the 
findings of Congress, by federal regulation of certain la- 
bor relations. Labor as a whole, Labor considered na- 
tionally, is peculiarly and sensitively interrelated. A 
strike at one place causes sympathetic strikes, lockouts, 
and boycotts at other places. A strike in an industry to 
and from which there moves no interstate goods might, by 
invoking intangible forces of sympathy and self-interest, 
create labor disturbances over a wide area, with resulting 
injury to national commerce. There is, factually, a pecu- 
liarly intimate relationship between the field of labor 
relations and interstate commerce. Was it really impor- 
tant in the Santa Cruz case what percentage of its goods 
moved in interstate commerce? The total flow of the in- 
terstate stream would have been affected little had the 
plant closed down. What was important, what consti- 
tuted the real threat to interstate commerce was the labor 


trouble itself. Here is a quotation from the decision of 
the National Labor Relations Board in the Santa Cruz 
case: 


“When the respondent’s warehousemen found themselves 
locked out . . . they immediately formed a picket line which 
was maintained . . . with such effectiveness that eventually 
the movement of trucks from warehouse to wharves ceased en- 
tirely. The teamsters refused to haul Santa Cruz merchandise ; 
the warehousemen at the dock warehouses . . . also declined 
to handle Santa Cruz cargo. As members of the sister union 

the stevedores who move the goods from dock to ship 
also refused to move Santa Cruz cargo . . . during the entire 
period that the picket line was maintained. Other unions whose 
members refused to move ‘hot’ Santa Cruz cargo were those 
members of the sailors who comprise the crews of steam schoon- 
ers, and whose duties include the handling of cargo.” ** 


in those stoppages.” Again, as in the Friedman case, there is the implication 
that the Court was not unmindful of the industry-wide interrelation of labor 
and of interstate commerce. Santa Cruz Fruit Packing Company v. National 
Labor Relations Board, 5 LAw WEEK 877. 


68 Santa Cruz Fruit Packing Co., April 2, 1936, 1 NLRB 454, 465. It is in- 
teresting to note that this passage from the Board’s opinion was quoted by the 
Supreme Court. It was not mentioned by the court below. 
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Suppose the employers of those members of unions who 
refused to move Santa Cruz merchandise had taken an 
unequivocal position that the goods must be moved. It is 
not beyond the limits of probability, in that case, to en- 
vision a strike that would throttle much of the commerce 
of the entire Pacific coast. 


Congress may regulate those things which affect inter- 
state commerce directly. The Jones and Laughlin case 
says that the fact of directness will not be considered in an 
intellectual vacuum, but with full regard to the substance 
of results. The implication of the holding and language 
of the Friedman-Marks case is that the result of the effect 
will be considered not alone from the standpoint of the 
business concerned, but also in relation to the factual set- 
up of the entire national industry of which the business 
isaunit. It is believed that there is latent in the philos- 
ophy of the two cases considered together, the proposition 
that Congress may regulate those matters tending substan- 
tially to affect national commercial relations. It is sub- 
mitted that labor trouble in any industry may involve the 
danger of a substantial injury to national commerce. It 
is submitted that Congress has the power to regulate labor 
relations in any business, within the limits of due process, 
where, either because the laborers in the particular busi- 
ness are members of or involved with a national labor 
union, or because there is an intimate relationship of local 
laborers through association or sympathy, or because of 
the nature of the industry of which the business is a unit, 
or because of any factual situation existing, there is a real 
and substantial danger that labor trouble in the particular 
business would be contagious. 

Since the power of Congress to regulate labor relations 
under the Commerce Clause depends on the factual rela- 
tionship between the particular labor relations involved 
and interstate commerce, it is probable that there are 
some essentially local labor relations where a finding of 
this real and substantial relationship would involve a 
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stretching of the commerce power beyond the realistic 
limits of its elasticity. To determine whether this rela- 
tionship exists in any situation requires a finding of fact. 
It is believed that the Wagner Act provides adequate ma- 
chinery for the determination of this fact. The finding 
that a particular labor relation “affects commerce” is a 
jurisdictional fact conditioning the power of the Labor 
Relations Board to act. The Statute provides that the 
findings of the Board shall be binding on the courts when 
supported by evidence.” A careful adherence to this pro- 
vision on the part of the courts would seem to be particu- 
larly wise in the labor relations field. The determination 
as to whether labor trouble, in any one of countless di- 
verse business situations, involves a substantial danger to 
interstate commerce, necessitates the weighing of many 
imponderables which are dangerously entwined in social 
dynamite. It is a difficult task for an administrative 
board; for a judicial body it is an impossible one.” 


89 Section 10(e) provides that “the findings of the Board as to the facts, if 


supported by evidence, shall be conclusive. If either party shall apply to the 
Court for leave to adduce additional evidence and shall show to the satisfac- 
tion of the Court that such additional evidence is material and that there were 
reasonable grounds for the failure to adduce such evidence in the hearing before 
the Board, its member, agent, or agency, the Court may order such additional 
evidence to be taken before the Board, its member, agent, or agency, and to be 
made a part of the transcript.” 

The application of section 10(e) to a finding by the Board of a jurisdictional 
fact may be limited by the doctrine of Crowell v. Benson, 285 U. S. 22, 52 Sup. 
Ct. 285, 76 L. ed. 598 (1932), which subjects a “jurisdictional” fact to independ- 
ent judicial review. There are indications, however, of a disinclination on the 
part of the Court to extend this doctrine into new fields. For a discussion of 
the doctrine as to its possible application to section 10(e), see Nathanson, supra 
note 39 at 201-203 and cases and references cited. 


70In 1919 Professor Laski wrote: “The most striking change in the political 
organization of the last half century is the rapidity with which, by the sheer 
pressure of events, the state has been driven to assume positive character. 

. . The absence of governmental restraint has ceased to be the ultimate 
ideal. There is everywhere almost anxiety for the extension of governmental 
functions. It was inevitable that such an evolution should involve a change in 
the judicial process. Where, for example, great problems like those involved 
in government insurance are concerned, there is a great convenience in leaving 
their interpretation to the officials who administer the Act. They have gained in 
its application an expert character to which no purely judicial body can pre- 
tend; and their opinion has a weight which no community can afford to 
neglect.” Laski, The Responsibility of the State in England (1919) 32 Harv. 
L. Rev. 447, 462. See also Frankfurter, Foreword (1938) 47 Yae L. J. 515; 
Landis, Administrative Policies and the Courts (1938) 47 Yate L. J. 519. Mr. 
Justice Holmes, speaking of the decisions of administrative bodies, said that 
“they express an intuition of experience which outruns analysis and sums up 
many unnamed and tangled impressions which may lie beneath consciousness 
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It has been said that “interstate commerce” is a greedy 
category, which if unchecked will devour our sovereign 
states." Perhaps the warning is timely. It is probable 
that what seemed of late years to be an unusually strong 
judicial fondness for state sovereignty, a fondness which 
some commentators have hinted was inspired by an extra- 
constitutional predilection toward “laissez faire-ism,”™ 
is, because of new appointments and changed attitudes, no 
longer present in the Supreme Court. However, in addi- 
tion to being a greedy category, “interstate commerce’”’ is 
also a convenient one. Historically, it has been found 
adequate in the main to give to the national government 
those essentially national powers necessary to enable it to 
perform its proper functions in the federal system.” Ex- 
pediency and constitutional logic both require that the 
control over many matters be left to state action. Mar- 
shall, speaking of the phrase commerce “among the sev- 
eral states” said that it was not intended to “comprehend 
that commerce which . . . does not extend to or affect 
other states.” "* It is believed that neither expediency nor 
logic, however, will be furthered by individual state ac- 


without Poe their worth.” Chicago, B. and Q. R. R. Co. v. Babcock, 204 


U. S. 587, 598, 27 Sup. Ct. 326, 51 L ed. 636 (1907). See gy ~~ 
trative and Judicial Self-Limitation (1936) 4 Gao. Wasa. L. Rev. 291, 298. 


71 Kidd v. Pearson, 128 U. S. 1, 21, 9 Sup. Ct. 6, 32 L. ed. 346 pon 
peed oats v. E. C. Knight Co., 156 U. S. 1, 12-13, 15 Sup. Ct. 249, 39 L. ed. 


72 For example see Corwin, op. cit. supra note 32 at 38-39 and 151-172. 


73 The Wagner Act cases are but the latest development of the historical 
process which has utilized the “<9 YF power to Te the ends of national- 
ism. Gibbons v. Ogden, 9 Wheat. 1, 6 L. ed. 23 (U. S. 1824); Mayor of New 
York v. Miln, 11 Pet. 102, 9 ed. 648 (U. S. 1837) ; The Daniel Ball, 4 
Wall. 557, 19 L. ed. 999 (U. S. 1870); Champion v. Ames, 188 U. S. 321, 23 
Sup. Ct. 521, 47 L. ed. = (1908) 5 Wabash, St. L. and Poc. Ry. v. Illinois, 118 
U. S. 557, 7 Sup. Ct. 4, 30 L. ed. 44 (1886) ; ; Standard Oil Co. v. United 
zuates, 221 U. S. 1, 31 Sup. Ct. 502, $5 L. ed. 619 (1911) ; ee Securities 
Co. v. United States, 193° U.S. 197, 24 Sup. Ct. 436, 48 L. ed. 679 Prag 
Hippotite Egg Co. v. United States, 220 U. S. 45, 31 Sup. Ct. 364, 55 L. ed 
364 (1911); Hoke v. United States, 227 U. S. 308, 33 Sup. Ct. 281, 57 L. ed. 
523 (1913); Wilson v. New, 243 U. S. 332, 37 Sup. Ct. 298, 61 L. ed. 755 
fio: United States v. Ferger, 250 U. S. 199, 39 Sup. Ct. 445, 63 L. ed. 936 

1919); Brooks v. United States, 267 U. S. 432, 45 Sup. Ct. 345, 69 L. ed. 699 
(1925); Thornton v. United States, 271 U. S. 414, 46 Sup. Ct. "585, 70 L. ed. 
1013 (1926). See Stern, That Commerce Which Concerns More States Than 
One (1934) 47 Harv. L. Rev. 1335. 


74 Gibbons v. Ogden, 9 Wheat. 1, 194, 6 L. ed. 23 (U. S. 1824). 
5 
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tion in the nationally interrelated field of labor relations. 
In the light of Marshall’s meaning, and in the light of the 
spirit of the Wagner Act decisions, it is submitted that as 
a matter of constitutional law it is logically justifiable to 
again utilize the interstate commerce category to achieve 
a substantial national uniformity of regulation in a field 
where the experience of nationally organized businesses 
and nationally organized and interdependent labor has 
imperatively shown its need. 
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EDITORIAL NOTES 


INTERGOVERNMENTAL TAX IMMUNITY DOCTRINE AS AFFECTED 
BY RECENT CASES 


Following in the wake of the Dravo' case, the Supreme Court has 
recently handed down two more decisions* involving the question of 
the extent to which State and Federal instrumentalities are exempt 
from taxation. The Dravo case upset a trend that had been ap- 
parent, with slight interruptions, ever since Collector v. Day,’ that is, 
towards increasing exemption of governmental units from taxation, 
and indicated that the Court might be headed toward restriction of 
that doctrine, with less immunity in taxation matters where a gov- 
ernmental instrumentality is only indirectly concerned. 

That these latest cases decided by the Court are further steps along 
that road may well be inferred from the language the Court uses in 
its decisions, especially in the second case,* where two of the estab- 
lished decisions of the Supreme Court on the question are expressly 
overruled. In the first of the decisions,® the Court held that the Fed- 
eral government had the power to tax the compensation received by 
liquidators of insolvent Florida banks out of assets of the banks for 
services performed in the process of liquidating the banks in accord- 
ance with a statute of the State; to tax the annual salary of an at- 
torney in the Department of Justice of Pennsylvania paid out of the 
funds of closed banks for services performed in connection with the 
liquidation of the closed banks; to tax the compensation received by 
an attorney in the Liquidation Bureau of the Insurance Department 
of New York paid out of the insurance companies in liquidation. 
The second® of the cases held that a taxpayer is not exempt from 
payment of a federal income tax on the amount received under a 
contract as a result of the operation of oil and gas wells covered by 
a lease from the State of Wyoming providing for the deposit of the 
proceeds payable to the State thereunder into the State’s Permanent 
School Fund, where the taxpayer received such payments under a 
declaration of trust executed by the lessee. 


1 James v. Dravo Contracting Co., 58 Sup. Ct. 208 (U. S. 1937). 

2 Helvering v. Therrell et al, 5 U. S. Law Week 741, Helvering v. Mountain 
Producers Corp., 5 U. S. Law Week 797 (1938). 

311 Wall. 113, 20 L. ed. 122 (U. S. 1871). 

4 Helvering v. Mountain Producers Corporation, 5 U. S. Law Week 797 
(1938). 

5 Helvering v. Therrell, Helvering v. Tunnicliffe, McLoughlin v. Helvering 
and Helvering v. Freedman, 5 U. S. Law Week 741 (1938). 

® Supra note 4. 

404 
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Because their result hinged on the same issue of law, the Court 
decided the four cases involving liquidation of banks and insurance 
companies in a single opinion. The Court seemed to base its decision 
primarily on the facts and circumstances of the cases: that the com- 
pensation of the taxpayers was paid from corporate assets, not from 
funds belonging to the State; and that the functions being performed 
by the taxpayers were not those utilized by the States in the dis- 
charge of their essential governmental duties. In short, the Court 
once more relies on its “essentially governmental function” test, as 
applied in South Carolina v. United States,’ and, from that point of 
view, arrives at the conclusion that these functions are not essentially 
governmental functions and hence, are subject to the tax. Since 
these attorneys and liquidators were not officers of the State in the 
strict sense of that term, and since the corporations which were in 
process of liquidation were private enterprises, their funds likewise 
being the funds of private individuals, it is submitted that the de- 
cision in this case followed logically and consistently from the doc- 
trine earlier enunciated in South Carolina v. United States. 

The second® of the two cases presents a more difficult problem and 
one that plumbs the depths of the entire field of exemption from 
taxation enjoyed by governmental instrumentalities, both State and 
Federal. True, the case does concern the point of whether the tax- 
payer is performing an essential governmental function to some ex- 
tent, but the case goes farther than this, to the problem of what ef- 
fect, if any, the proposed tax has upon the government said to be 
affected by the tax. Mr. Chief Justice Hughes wrote the majority 
opinion in this case and the crux of his reasoning seems to appear 
where, after citing several decisions of the Supreme Court on the 
subject, he says: “These decisions in a variety of applications en- 
force what we deem to be the controlling view—that immunity from 
non-discriminatory taxation sought by a private person for his prop- 
erty or gains because he is engaged in operations under a govern- 
ment contract or lease cannot be supported by merely theoretical con- 
ceptions of interference with the functions of Government. Regard 
must be had to substance and direct effects.’ Shortly after this state- 
ment, the Court expressly overrules two established cases, as being 
out of harmony with correct principle.® 


7199 U. S. 437, 26 Sup. Ct. 110, 50 L. ed. 261 (1905). 

8 Supra note 4. 

® The court expressly overruled Gillespie v. Oklahoma, 257 U. S. 501, 42 i. 
Ct. 171, 66 L. ed. 338 (1922) and Burnet v. Coronado Oil & Gas Co., 285 U. 
393, 52 Sup. Ct. 443, 76 L. ed. 815 (1932). 

In connection with the direct burden argument used by the Court in the prin- 
cipal case, it might be noted that such a reference is in line with the tendency 
to uphold a tax, if, in form, it is not laid on the government as such, but is laid 
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The principle that a Federal instrumentality is exempt from state 
taxation was established in the famous case of McCulloch v. Mary- 
land*® when the State of Maryland attempted to lay a burdensome 
tax on the local branch of the National bank. The result was attained 
through the reasoning that the Constitution had created a central 
Government superior™ to that of the states, and that to maintain 
that superiority, there was an implied exemption of Federal agencies 
from taxation by the states. 

Similar reasoning, ten years after McCulloch v. Maryland, led to 
the conclusion that a city ordinance taxing “stock of the United 
States” was invalid,” it being “a tax upon the contract subsisting 
between the Government and the individual.” It is hardly possible 
that Mr. Chief Justice Marshall contemplated such contracts as 
were held non-taxable in the Gillespie and Coronado** cases when he 
then wrote: “If the states and corporations throughout the Union 
possess the power to tax a contract for the loan of money, what shall 
arrest this principle in its application to every other contract?” Espe- 
cially is this true when it is recalled that the tax invalidated in Weston 
v. Charleston** was one which might easily have crippled the Federal 


on some agency which may have been remotely connected with the government, 
as, by contract. In such a case, the government does not have to pay the tax, 
even though the price ultimately borne by the government may be increased 
as a result of the tax on the third party. By its strong language, the Court 
indicates that the tax must actually burden the government said to be affected. 

In the Coronado case four of the five judges, who now help to form the ma- 
jority of the Court in the Mountain Producers case dissented, with Justices 
Stone and Brandeis each writing dissenting opinions. Mr. Justice Stone urged 
overruling of the Gillespie case at that time, saying “it is plain that if we place 
emphasis on the orderly administration of justice, rather than on a blind ad- 
herence to conflicting precedents, the Gillespie case must be overruled. . No 
interest which could be subserved by so rigid an application of stare decisis, is 
superior to that of a system of justice based on a considered and consistent 
application of the Constitution of the United States.” 

The same reasoning was applied in Group No. 1 Oil Corp. v. Bass, 283 U. S 
279, 51 Sup. Ct. 432, 75 L. 7 1032 (1931), which was decided after the Gi 
lespie case but before the Coronado case. Although the Court there held that 
the profits derived by the lessee of State lands from the sale of oil and gas 
produced thereon, after deducting the State’s royalties, are not immune from 
Federal taxation upon the ground that the leases are State instrumentalities, the 
case is expressly distinguished from the or age 9 case and others on the ground 
that the leases, in effect, constituted a sale of the oil and gas to the plaintiff, 
rather than a lease. However, the Court indicates the direction in which it is 
moving when it says: “But the remote and indirect effects upon the one gov- 
ernment of such a non-discriminatory tax by the other have never been con- 
sidered —— grounds for thus aiding the one at the expense of the taxing 
power of the other.’ 

10 4 Wheat. 316 (U. S. 1819). 


11 For an historically sound and enlightening discussion on this — see 
—_ The Taxation of Governmental Instrumentalities (1933) 22 Geo. L. J. 
12 Weston v. City Council of Charleston, 2 Pet. 449 (U. S. 1829). 
18 Supra note 9. 
14 Supra note 12. 
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borrowing power, while there was no such danger lurking in the at- 
tempt at taxation involved in the Gillespie and Coronado cases. 

The theme of a superior Federal Government which should not be 
retarded, impeded or burdened by state taxation was upheld over an 
attempt to tax successively, a captain in the United States Revenue 
cutter service on “his office, as such,”?5 and stock of the United 
States constituting practically all the capital of a state banking insti- 
tution.*® 

These cases represented an extension—and perhaps a serious one 
—of the immunity doctrine enunciated in McCulloch v. Maryland, 
but there was no serious hint of the limits to which the doctrine 
could be stretched until Collector v. Day** came before the Supreme 
Court in 1871. The complaining taxpayer was a judge of a county 
court of Probate and Insolvency, objecting to a Federal tax levy on 
his salary. Never before had the Court been called upon to decide 
whether a state “instrumentality,” like a Federal “instrumentality”, 
was exempt from taxation by the other sovereign. With an almost 
unbelievable disregard for the theory of Federal superiority so ade- 
quately nurtured by Mr. Chief Justice Marshall, the Court con- 
cluded that the judgeship was a state “instrumentality,” and there- 
fore immune from Federal taxation, and, further, that such immunity 


extended to the income derived therefrom. The chief problem was 
presented by the question whether the judgeship was an “instru- 
mentality,” and when that had been answered in the affirmative, the 
conclusion evolved, without any apparent struggle, that the income 
should be benefitted by the security of the immunity.’* 


15 Dobbins v. Commissioners of Erie County, 16 Pet. 435 (U. S. 1842). 
16 Bank of Commerce v. Tax Commissioners, 2 Black 620 (U. S. 1863). 


17 Supra note 3. The commendable proposal has recently been made that this 
case should be repudiated. See Philipsborn and Cantrill, Immunity from Taxa- 
tion of Governmental Instrumentalities (1938) 26 Gro. L. J. 543, 568. 


18 The majority of the Court were not deterred in the slightest from such a 
revolutionary result by the reasoning in the dissenting opinion of Mr. Justice 
Bradley that the Federal Government had as much power to tax a state officer’s 
salary as it had to tax a Federal officer’s salary, and that “no man ceases to be 
a citizen of the United States by being an officer under the State government.” 

The majority reasoned that exemption from Federal taxation was as neces- 
sary for the states as was exemption from state taxation necessary for the 
Federal Government, the exemption in both cases resting upon necessary impli- 
cation and being “wu held by the great law of self-preservation.” It also claimed 
support from Veazie Bank v. Fenno, 8 Wall. 533 (U. S. 1870), for the argu- 
ment that all powers to govern not expressly granted to the Federal government 
were reserved to the states, but that case, involving the power of the Federal 
government to tax a private bank chartered by a state, can hardly be considered 
as controlling authority, especially since the tax was upheld, principally on the 
theory Congress has the constitutional power to regulate currency. This view 
gains more force when it is noted that Mr. Chief Justice Chase, who had spon- 
sored the tax while Secretary of the Treasury in 1866, and then upheld it by 
writing the majority opinion, concurred in the majority opinion of Mr. Justice 
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The road was opened for tax dodgers! Not until 1905, when a 
distinction was drawn, in South Carolina v. United States,!® between 
“proprietary” and “governmental” operations by the state, was there 
even a mild check applied to the immunity doctrine.2° The doctrine 
was extended to exempt, in turn, from Federal taxation, bonds of a 
railroad company held by a municipality," state and municipal bonds 
held by private individuals, and income derived by private persons 
or corporations from municipal bonds ;** and also excused a liquor 
dealer from affixing Federal revenue stamps on a bond, because the 
bond, given by the dealer to the state, was an “instrumentality” of 
the state.** 


A logical fear of evaporation of, and a desire to protect, Federal 
revenue, seems to have motivated the decision in South Carolina v. 
United States where it was held that state officers conducting a state 
liquor monopoly, as a proper exercise of the police power, were not 
exempt from a general Federal license tax. The majority opinion 
admitted such a fear when Mr. Justice Brewer said: “The profits 
from the business inthe year 1901, as appears from the findings of 
the fact were over half a million of dollars. Mingling the thought 
of profit with the necessity of regulation may induce the State to take 
possession, in like manner, of tobacco, oleomargarine, and all other 
objects of internal revenue tax. If one State finds it thus profitable 
other States may follow, and the whole body of internal revenue tax 
be thus stricken down.” 


In a dissenting opinion in which Justices Peckham and McKenna 
concurred, Mr. Justice White argued the majority opinion was not 
reconcilable with Ambrosini v. United States,?> and fell into the com- 


Nelson in Collector v. Day. The latter, who had dissented in the Veazie Bank 
case, seized upon the following dictum of the majority to support his argument 
in Collector v. Day: “the reserved rights of the States, such as the right to 
pass laws; to give effect to laws through executive action; to administer jus- 
tice through the courts, and to employ all necessary agencies for legitimate 
purposes of State government, are not proper subjects of the taxing power of 
Congress.” 


19 Supra note 7. 


20 Mr. Justice Bradley had foreseen this, for, when dissenting in Collector v. 
Day, he said: “In my judgment, the limitation of the power of taxation in the 
general government, which the present decision establishes, will be found very 
difficult of control. I cannot but regard it as founded on a fallacy, and that 
it will lead to mischievous consequences.” 

21 United States v. B. & O. R. R. Co., 17 Wall. 322 (U. S. 1873). 


22 Mercantile National Bank of N. Y. v. Mayor, 121 U. S. 138, 7 Sup. Ct. 826, 
30 L. ed. 895 (1887). 


28 Pollock v. Farmers’ Loan & Trust Co., 157 0. S. 429, 15 Sup. Ct. 673, 39 L. 
ed. 759 (1895). 


24 Ambrosini v. U. S., 187 U. S. 1, 23 Sup. Ct. 1, 47 L. ed. 49 (1902). 
25 Supra note 24, 
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mon error of jurists and legal writers** alike in citing cases antedat- 
ing Collector v. Day in support of his contention that constitutional 
interpretation “from the beginning” forbade federal interference 
with state regulation. 

The majority opinion laid down a limitation on the extension of 
the immunity to state instrumentalities when it deduced that “the 
thought has been that the exemption of state agencies and instru- 
mentalities from National taxation is limited to those which are of 
a strictly governmental character.” 

This limitation on the doctrine which had spread so devastatingly 
during the period from Collector v. Day to South Carolina v. United 
States, was strengthened further by a unanimous court in Flint v. 
Stone Tracy Company** where a stockholder of a public service 
corporation, through a derivative suit, sought to enjoin the corpora- 
tion railroad from paying the corporation tax** on the ground that 
the corporation by virtue of operating under a state franchise, was 
a state instrumentality, and should not be burdened by federal taxa- 
tion. Taking its cue from the “essentially governmental” test applied 
in South Carolina v. United States, the Court, through Mr. Justice 
Day, said: “It is no part of the essential governmental functions of 
a state to provide means of transportation, supply artificial light, 
water”® and the like. These objects are often accomplished through 
the medium of private corporations, and, though the public may de- 
rive a benefit from such operations, the companies carrying on such 
enterprises are, nevertheless, private companies, whose business is 
prosecuted for private emolument and advantage. For the purpose 
of taxation they stand upon the same footing as other private cor- 
tion of Federal Activities (1925) 34 Yate L. J. 807; Note (1937) 25 Cauir. L. 
Rev. 728; Note (1938) 51 Harv. L. Rev. 707. For treatments careful to avoid 


such a mistake, see Magill, Tax Exemption of State Employees (1926) 35 YALE 
L. J. 956; Note (1937) 11 Tempte L. Q. 383. 


27 220 U. S. 107, 31 Sup. Ct. 342, 55 L. ed. 389 (1911). 


28 36 Stat. c. 6, 11, 112-117. The applicable section reads: “Sec. 38. That 
every corporation, joint stock company, or association organized for profit and 
having a capital stock represented by shares, and every insurance company now 
or hereafter organized under the laws of the United States or of any state or 
territory of the United States, or under the act of Congress applicable to Alaska 
or the District of Columbia, ... shall be subject to pay annually a special 
excise tax with respect to the carrying on or doing business by such corporation, 
joint stock company or association, or insurance company equivalent to one per 
centum upon the entire net income over and above five thousand dollars, received 
by it from all sources during such year, exclusive of amounts received by it as 
dividends upon stock or other corporations, joint stock companies or associa- 
tions, or insurance companies subject to the tax hereby imposed ; 

29 It was this observation of Mr. Justice Day’s that was to cause a hesitant 
court majority twenty-six years later, in Brush v. Commissioner, 300 U. S. 352, 
57 Sup. Ct. 495, 81 L. ed. 691 (1937) some anxiety in reaching the conclusion 
-_ municipal maintenance of a water supply was an “essential governmental 

unction. 
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porations upon which special franchises have been conferred. The 
true distinction is between the attempted taxation of those operations 
of the states essential to the execution of its governmental functions, 
and which the state can only do itself, and those activities which are 
of a private character.*° The former, the United States may not 
interfere with by taxing the agencies of the state in carrying out its 
purposes; the latter, although regulated by the State, and exercising 
delegated authority, such as the right of eminent domain, are not 
removed from the field of legitimate Federal taxation.” 

Another slight check on the principle of Collector v. Day, and, at 
the same time, a reaffirmation of the “essentially governmental” test 
of South Carolina v. United States came about in Metcalf and Eddy 
v. Mitchell** where water supply and sewage disposal consultants 
who advised various states and subdivisions thereof and were paid 
on an annual, monthly or daily basis, or on the basis of a gross sum 
for the whole service, were denied exemption from a federal income 
tax on the ground that they were independent contractors, not state 
officers or employees. This distinction was supported by the reason- 
ing that the taxpayer was related to the state by contract only, and 
that it was “for practical purposes not unlike a contract to sell and 
deliver a commodity.” *? 

Any hope that the Stone Pew: Company and the Metcalf and 
Eddy cases had pointed definitely toward a tendency to limit the 
extension of the immunities doctrine was blasted, temporarily at least, 
when the constitutionality of the Mississippi gasoline sales tax** came 
before the Court in Panhandle Oil Co. v. Mississippi2* The taxpayer 
sued to recover taxes paid on sales made to the United States for the 
operation of its Coast Guard Fleet and a Veterans’ hospital. A seri- 
ously divided Court ** held that the act was unconstitutional as applied 


80 This distinction, it is submitted, is a sound one, and the best one given by 
the Supreme Court to date, although apparently lost sight of in Brush v. Com- 
missioner. This being a test to determine whether an agency is an instrumen- 
tality, and one on which the decision was based, it could hardly be relegated into 
disuse because it is a mere dictum, as was Mr. Justice Day’s observation that 
supplying of water was not an essential governmental function. 


81 269 U. S. 514, 46 Sup. Ct. 172, 70 L. ed. 384 (1926). 


82 This observation was later to be refuted, impliedly at least, in cases involv- 
ing sales. See Infra note 34. 


88 Chap. 116 of the Laws of Miss. of 1922 provided that “any person engaged 
in the business of distributing gasoline, or retail dealer in gasoline, shall pay 
for the privilege of engaging in such business an excise tax of 1¢ (one cent) 
per gallon upon the sale of gasoline. . . .” The 1924 law increased the tax to 
three cents and the 1926 act to four cents per gallon. Part of the sales in ques- 
tion were made while the 1924 act was in operation and part under the 1926 act. 

84277 U. S. 218, 48 Sup. Ct. 451, 72 L. ed. 857 (1928). 

85 Mr. Justice Holmes wrote a dissenting opinion in which Mr. Justice - 
Brandeis and Mr. Justice Stone concurred. Mr. Justice McReynolds wrote a 
separate dissenting opinion. 
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to such sales; that since the amount of money received by the state 
rises and falls as does the amount of gasoline bought by the Federal 
government, “the necessary operation of these enactments when so 
construed is directly to retard, impede and burden** the exertion by 
the United States of its constitutional powers to operate the fleet 
and hospital.” The case is distinguishable on the ground that the tax 
was on a sale to a federal agency*’ and that there was potentially a 
burden to be shifted to the Federal government, but nevertheless the 
sounder reasoning was put forth in the dissenting opinion by Mr. 
Justice Holmes when he said: “When the Government comes into a 
State to purchase, I do not perceive why it should be entitled to stand 
differently from any other purchaser. It avails itself of the ma- 
chinery furnished by the state and I do not see why it should not 
contribute in the same proportion that every other purchaser con- 
tributes for the privileges that it uses. It has no better or other right 
to use them than anyone else.” 

Mr. Justice McReynolds, with whom Mr. Justice Stone concurred in 
a separate dissenting opinion, insisted upon a formal test—that since 
the tax was on the seller, it was valid, it not being levied on a gov- 
ernmental instrumentality.** 

But the extension of the immunity doctrine fostered by the ma- 
jority in the Panhandle case was carried forward in Indian Moto- 
cycle Co. v. United States*® where a federal tax was held to be invalid 
as applied to the sale of motorcycles to a municipality by an inde- 
pendent contractor, and in Graves v. Texas Co.*° where a state tax on 
storage of gasoline was held not applicable to gasoline sold to the 
United States.‘ Difficult to distinguish from this line of cases is 


36 The similarity of this expression with that of Mr. Chief Justice Marshall 
in McCulloch v. Maryland, namely, that the states have no power “to retard, 
impede, burden or in any manner control” federal operations might indicate that 
the reason this tax was not upheld was that it was an attempted levy on a fed- 
eral instrumentality while those in the Stone Tracy Company and Metcalf and 
Eddy cases were taxes on a state instrumentality, thereby lending weight to the 
theory that the Federal government is immune from state taxation by reason of 
the fact that it is supreme over, or superior to, the governments of the states, 
and not that there is a reciprocal immunity from taxation of one government by 
the other. 

87 It is worthy of note that the Supreme Court has never upheld a state tax 
on a so-called federal “proprietary” function. See, in this connection, Note 
(1937) 11 Tempe L. Q. 383. Supra note 26. 

88 Panhandle Oil Co. v. Mississippi, 277 U. S. 218, 225 (1928). He said: “I 
am unable to think that every man who sells a gallon of gasoline to be used by 
the United States thereby becomes a federal instrumentality, with the privilege 
of claiming freedom from taxation by the state.” 

89 283 U. S. 570, 51 Sup. Ct. 601, 75 L. ed. 1277 (1931). 

40 298 U. S. 393, 56 Sup. Ct. 818, 80 L. ed. 1236 (1936). 

41 The Panhandle and Texas Co. cases seem to deny the statement by Mr. 
Justice Stone in his well reasoned opinion in Metcalf & Eddy v. Mitchell, supra 
notes 31 and 32, that the consultants seeking immunity in that case from a fed- 
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Trinityfarm Construction Co. v. Grosjean*® where the taxpayer had 
a contract with the federal government for construction of levees for 
control of the Mississippi River. Louisiana levied a tax on gasoline 
“sold, used or consumed” within the state, and the contractor sought 
to enjoin enforcement of the tax on gasoline used by him on the 
ground that the contract was a federal instrumentality and the state 
might not tax the operation of a federal instrumentality. The Court 
held the tax validly levied because he was an independent contractor, 
not an instrumentality, and said that if the tax affected the federal 
government at all, “it at most gives rise to a burden which is incon- 
sequential and remote and not to one that is necessary, immediate or 
direct.” It is mystifying to search for a conclusion that the tax is 
more remote than those in the Panhandle, Indian Motocycle and 
Texas Co. cases, for a contractor such as the one in the Trinityfarm 
Construction Co. case will be forced, in the future at least, to consider 
increased costs in the use of gasoline when submitting bids for federal 
projects, just as will a gasoline dealer or motorcycle manufacturer 
when making sales to the federal, state or municipal governments. 
It is submitted that, if a burden test is to be considered decisive of 
the question, none of the situations presented in these cases is pro- 
ductive of a prohibitive or hindering burden, and that therefore the 
conclusion of the Trinityfarm Construction Co. case would seem to 
be the most logical result, and more in line with the present need for 
preservation of all sources of revenue, both state and federal. 

A commendable step, on slender reasoning, was made by the Court 
in the limitation of the doctrine as applied to state instrumentalities 
in Liggett & Myers Tobacco Co. v. United States,** when it was held 
that a federal tax imposed “on all chewing and smoking tobacco” 
was constitutional as applied to the sale of tobacco to the Boston State 
Hospital, refuting the argument advanced by the state of Massa- 
chusetts that the maintenance of the hospital was a true governmental 
function and therefore entitled to immunity. The Court did not go 
so far as to say it was not a proper governmental function—in view 
of the decisions just discussed they could hardly do that—but distin- 
guished it on the ground that this tax was on the manufacture, not 
on the sale, and thus there was no prohibited burden on the state, as 
there was in the /ndian Motocycle Co. case. Although the result 


eral income tax were related to the government by contract only, and “for prac- 
tical purposes not unlike a contract to sell and deliver a commodity.” There is 
apparent in the Panhandle and Texas Co. cases no closer relationship with the 
government; in one a private individual was. selling gasoline, in the other, 
motorcycles. In an economic sense, at least, there was a sale of services in the 
Metcalf & Eddy case. 

42291 U. S. 466, 54 Sup. Ct. 469, 78 L. ed. 918 (1934). 

43 299 U. S. 383, 57 Sup. Ct. 239, 81 L. ed. 294 (1937). 
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would seem desirable, in view of the lengths to which the immunities 
doctrine has soared, and the inroads which have been made on all 
sources of revenue, the reasoning is unsound; the cost to the gov- 
ernment will be increased as much when the tax is on the manufacture 
as when it is on the sale. 

Also logically indistinguishable from the Panhandle case, is the 
Dravo case,** involving an attempt by the State of West Virginia to 
tax a contractor doing work on a Federal project under a contract 
with the Federal government. Despite an argument on behalf of the 
United States government in favor of the tax,*® in which it was rea- 
soned that, to reach such a result, the Court would have to overrule 
the Panhandle, Indian Motocycle, and Texas Co. cases, the Court 
succeeded in finding a distinction by saying that a contractor, such 
as the one there involved, “may be willing to bear the tax and absorb 
it in his estimated profit rather than lose the contract,” and the tax 
therefore would not necessarily increase the cost to the Federal gov- 
ernment. Again, assuming the test to be a question of the burden 
imposed, the Court’s reasoning is shallow, for it seems necessarily to 
follow that the cost of construction on Federal projects will rise and 
fall according to the amount of the tax imposed on a contractor by 
the state just as in the Panhandle case where the Court said that the 
amount of tax claimed “rises and falls precisely as does the quantity 
of gallons” of gasoline sold to the Federal government. It seems as 
likely that a dealer in gasoline “may be willing to bear the tax and 
absorb it in his estimated profit” as it is that a contractor may be 
willing to support his government when not compelled to. 

A further extention of the doctrine seems to have been allowed in 
the recent cases of New York ex rel Rogers v. Graves*® and Brush v. 
Commissioner** when the general counsel of the Panama Railroad 
Co. was held immune from state income taxation and a municipal 
employee serving as engineer in the New York City department of 
water supply was held exempt from a federal income tax. Mr. Jus- 
tice Sutherland, in the Rogers case opinion, relied for support on 
Dobbins v. Commissioners of Erie County** in finding that since the 
Panama Canal’s creation, management and control all constituted 
governmental functions, so did all its auxiliaries, including the Pan- 


44 Supra note 1. 

45 Any judicial pronouncement on this subject by the Court’s newest member, 
Mr. Justice Reed, is certain to be thoroughly combed by any student of this 
vexing problem, for it was he who argued the government’s contention that the 
tax should be upheld, while candidly admitting that to do so would necessitate 
an overthrowing of the Panhandle, Indian Motocycle and Texas Co. cases. 

46 209 U. S. 401, 57 Sup. Ct. 269, 81 L. ed. 306 (1937). 

47 300 U. S. 352, 57 Sup. Ct. 495, 81 L. ed. 691 (1937). 

48 Supra note 15. 
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ama Railroad. The Dobbins case, decided at’ a time when the central 
government was still imperiled by discriminatory and burdensome 
taxation by the states in an effort by the latter to limit the powers of 
the Federal government, appears to have been controlled by the no- 
tion that a state could not diminish an army officer’s salary by taxa- 
tion, his emolument having been set by Congress in pursuance of the 
Constitution, thus making it a law supreme over any invoked by a 
state and the salary thus exempt from taxation by the states. The 
Brush case, however, presented the question of a state employee 
seeking immunity from a federal tax, without the benefit of the su- 
premacy theory propounded in the Dobbins case. The Court, through 
Mr. Justice Sutherland again, found that historically the furnishing 
of water for the city of New York had been a municipal function, 
and so it constituted a governmental function immune from federal 
taxation. It was found necessary to overcome the effect of the dictum 
in Flint v. Stone Tracy Co.* that the furnishing of water was not an 
essential governmental function. Also, the seemingly adequate test 
advanced by Mr. Justice Day in the Stone Tracy Co. case® was ig- 
nored. Justices Stone and Cardozo concurred in the result but ex- 
pressed no opinion on the subject of the immunities doctrine. Mr. 
Justice Roberts, with whom Mr. Justice Brandeis concurred, dis- 
sented, contending that immunity should be extended only when the 
exactions of one sovereign discriminate against the means or instru- 
mentalities of the other, or where a tax directly burdens the opera- 
tions of the other. Logical reasoning leads to the result that in the 
Brush case there was no discrimination or direct burden involved, 
and it was quite natural that Mr. Justice Roberts was moved to com- 
ment that if the taxpayer had been merely consulted from time to 
time, rather than employed, he would have been taxable under Met- 
calf & Eddy v. Mitchell. Such a distinction seems lacking in sub- 
stance. 


If the Court’s words in its latest decisions can be taken in their 
ordinary meaning, it appears that in the future the test is to be: does 
the proposed tax directly and substantially injure the government 
said to be affected? If so, the tax will not be allowed; if not, even 


49 The Court said: “It is no part of the essential governmental functions of a 
state to provide means of transportation, supply artificial light, water and the 
like. These objects are often accomplished through the medium of private cor- 
porations, and, though the public may derive a benefit from such operations, the 
companies carrying on such enterprises are, nevertheless, private companies, 
whose business is prosecuted for private emolument and advantage.” 


50 He said: “The true distinction is between the attempted taxation of those 
operations of the States essential to the execution of its governmental functions, . 
and which the State can only do itself, and those activities which are of a pri- 
vate character.” 
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though the tax falls indirectly or only lightly upon the government, 
it will be held a valid levy. The Dravo case points in the same direc- 
tion, which indicates that the Court is now determined to use this 
test as the measuring rod for all tax exemption cases. The Court 
also points out that a non-discriminatory tax may be laid upon the 
property of an agent of the Government, and that such property is 
not tax-exempt merely because it is the property of such an agent 
and used in the conduct of the agent’s operations. and necessary for 
the agent. 


In the Mountain Producers case, the Court does not discuss the 
problem of Federal as opposed to State taxation; that is, whether 
the Federal government has such supremacy over the State govern- 
ments that it has the power to levy a tax upon certain State opera- 
tions, such as the liquor business, whereas the State would not have 
the power to levy the same tax upon a similar Federal instrumentality. 
In discussing the Gillespie case,®* which it overruled, the Court does 
make the statement that “as Oklahoma was thus barred from enforc- 
ing its tax upon the income of a federal lessee of Indian lands, the 
Court in the Coronado case held that a similar principle should be 
applied to the enforcement of a federal tax upon the income of the 
State’s lessee of school lands.” In its next sentence, the Court sug- 
gests that the basis for this decision was that the State was executing 
a trust imposed by Congress as a condition of the State’s entering 
the Union, which would remove the case from the ordinary rules 
governing tax exemption of governmental activities. By expressly 
overruling both the Gillespie and Coronado cases, the Court indicates 
conclusively that it does not have a great deal of faith in the reasoning 
employed in either case. 

In his dissent in the Mountain Producers case,*? Mr. Justice Butler 
maintained that the tax exemption doctrine should be applied on the 
ground that these leases involved an essential governmental function. 
“The transactions of a State for the purpose of raising money to 
provide for schools are admittedly within the principle as heretofore 
it has been understood and applied.” He makes no reference to the 
test stressed by Mr. Chief Justice Hughes in the majority opinion, 
namely, whether the effect of the tax is to directly and substantially 
burden the government. Mr. Justice Butler’s opinion criticizes the 
majority opinion, saying that “the opinion brings forward no real 
reason for so sweeping a change of construction of the Constitution.” 
Mr. Justice McReynolds, who wrote the unanimous decision of the 


51 Supra note 9. 
52 Supra note 4. 
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Court in the first group of cases discussed,®* concurred with Mr. 
Justice Butler in the dissent, which would indicate that he believes 
such leases for the benefit of public schools fall within the scope of 
the “essentially governmental activity’ test. 

The recent cases presented to the Court concerning the taxation of 
the Port of New York Authority involve one aspect of this problem, 
namely, the question of whether this activity is an essential govern- 
mental function, and in addition the problem of whether the tax is a 
direct and substantial burden on the government said to be affected, 
in view of the fact that there is a separate incorporation by the gov- 
ernment of the unit conducting the operations. 

It seems safe to say that these recent pronouncements of the Court 
on this subject, with the possible exception of the Dravo case, have 
not made legal history in any startling sense. At most, they seem to 
make but a slight dent in the governmental immunity doctrine, more 
indicative of a spirit or trend of the Court, in the opposite direction 
from the Rogers and Brush cases, than an outright enunciation of a 
new doctrine of law. This trend of the Court seems to indicate a 
feeling by that body that equality for all taxpayers, even though gov- 
ernments may be indirectly affected thereby, is better than an elabo- 
rate system of immunity, where some taxpayers receive benefits and 
others do not. Rigid restriction of the immunity doctrine to cases 
where the government itself suffers a direct burden would appear to 
reach a more equitable result than any exemption or immunity system 
that might be adopted. 

More important, the Court by its language indicates that, in the 
future, each case will be considered on its particular facts with refer- 
ence to the direct effect of the tax on the government said to be 
burdened, in view of (a) the historical background, (b) the func- 
tional nature of the activity engaged in, i.e., whether it is an essen- 
tially governmental activity or a proprietary one, (c) whether the 
activity is performed by the government itself or performed indi- 
rectly, as by means of a contract between the government and a third 
party or by an independent public corporation, and (d) in taxation 
of salaries, whether the employee is a regular officer or employee or 
one who is not classified as such, being employed only intermittently 
as a consultant or adviser. With these standards as guiding prin- 
ciples to be evaluated by the Court as the circumstances of each case 
demand, perhaps it is not too much to hope that the future will see 
clarification of the entire field of intergovernmental tax immunity. 


Gren A. WILKINSON, 
Lester M. Ponper. 
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Farr Hearincs BerorE THE BiruMINous Coal, ComMISSION: 
REMEDIES 


The World War brought to the bituminous coal industry of this 
country a tremendous surge of activity. Production was increased 
in mines already operating. New mines were opened at a rapid rate 
to meet the increased demand. But, when this demand slackened 
after the war, it soon became apparent that the mining industry, 
much like agriculture, was incapable of self-contraction. Mine own- 
ers operated their workings at a loss, rather than close them down, 
because of the rapid deterioration of closed-down mines. Coal could 
not be stored above ground because of its bulk. The inevitable con- 
sequence was cut-throat competition. 

In 1923 the Coal Commission, appointed by President Harding 
to study the problem, reported that governmental regulation was the 
only way out of chaos. It was not until the passage of the National 
Recovery Act, however, that any such action was taken. Under this 
act the industry enjoyed a brief period of prosperity. The declaration 
that that act was unconstitutional’ did not deter the friends of the 
industry, for they promptly secured the passage of the Bituminous 
Coal Act of 1935.2 This statute sought to regulate two aspects of 
the industry, labor conditions and the price of the product. In 
Carter v. Carter Coal Co the labor provisions of the act were held 
unconstitutional by the Supreme Court, the majority feeling that 
labor conditions in this industry were not incidents of interstate 
commerce. The price-fixing provisions of the act were thought to 
be inseparable and were held invalid as a result.* 

The Bituminous Coal Act of 1937 ° is a reénactment of the price- 
fixing sections of the earlier statute. It provides for the establish- 
ment of a National Bituminous Coal Commission and prescribes the 
procedure to be followed in establishing prices. Section 2(a) of 
the act® provides that: “No order which is subject to judicial review 
under section 6, and no rule or regulation which has the force and 
effect of law, shall be made or prescribed by the Commission, unless 
it has given reasonable public notice of a hearing, and unless it has 
afforded to interested parties an opportunity to be heard, and unless 


1 Schechter rae Corp. v. United States, 295 U. S. 495, 55 Sup. Ct. 837, 
79 L. ed. 1570 (1935). 

249 Stat. 991, 15 U. S. C. § 801 (1935). 

8298 U. S. 238, 56 Sup. Ct. 855, 80 L. ed. 1160 (1936). 

4 The court said, “The two are so woven together as to render the probability 
plain enough that uniform prices, in the opinion of Congress, could not be 
fairly fixed or effectually regulated, without also regulating these elements 
of labor which enter so largely into the cost of production.” 

550 Stat. 72, 15 U. S. C. § 828 (1937). 

650 Stat. 72, 15 U. S. C. § 829 (1937). 

6 
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it has made findings of fact.” Other sections provide for (1) the 
compilation of data, on which minimum prices are to be based, by 
obtaining reports from the producers in various districts of the cost 
of production in each district,’ and (2) the codrdination of this data 
so that no district will enjoy an undeserved competitive advantage.* 
The office of Consumers’ Counsel is created to protect the interests of 
the consumers.’ Sections 4 II(d) and 15 provide that the con- 
sumers’ counsel, states, and political subdivisions of states may in- 
tervene and ask the modification of any price established. It is 
important to note that the act makes no express mention of individual 
consumers as parties entitled to a hearing.2° Indeed, in enumerating 
persons entitled to seek modifications of prices established, the act 
fails to specify consumers,” other than states and political subdivi- 
sions thereof. 

Review of the orders of the Commission is provided for by Sec- 
tion 6(b) to the effect that: “Any person aggrieved by an order 
issued by the Commission in a proceeding to which such person is 
a party may obtain a review of such order” * in the Circuit Courts 
of Appeal or the U. S. Court of Appeals for the District of Columbia. 

Apparently feeling that there was need for immediate action, the 
Commission, on November 30, 1937, and thereafter, issued orders 
establishing minimum prices for bituminous coal. These orders 
were based entirely on the data which had been furnished by the 
producers and codrdinated by the Commission. No public hearings 
were held. Since enforcement of the orders entailed considerable 
additional expense to certain consumers, notably the railroads, they 
felt that they were entitled to be heard as interested parties. Some 
of the consumers petitioned, and were allowed, to intervene in a 
further hearing. These consumers were refused permission to 
inspect, or to place in the record, the basic data of the Commission, 
and were denied an adjustment of prices. Some of the aggrieved 
consumers took a direct appeal from these orders.1* Others went 
into equity seeking to enjoin enforcement of the original price 
orders.** Because of the success of some of this litigation the Com- 
mission suspended all price-fixing orders as of February 25, 1938. 
The procedure of the Commission, however, has raised vital ques- 


7 Sec. 4, Part II(a), 50 Stat. 77, 15 U. S. C. § 833 (1937). 

8 Sec. 4, Part II(b), 50 Stat. 77, 15 U. S. C. § 833 (1937). 

®50 Stat. 72, 15 U. S. C. § 829 (1937). 

10 See Sec. 4, Part II(a), 50 Stat. 77, 15 U. S. C. § 833 (1937). 

11 See Sec. 4, Part II(d), 50 Stat. 77, 15 U. S. C. § 833 (1937), and sec. 15, 
50 Stat. 90, 15 U. S. C. § 845 (1937). 

12 50 Stat. 85, 15 U. S. C. § 836 (1937). ~ 

18 See infra, note 40. 

14 See infra, note 52. 
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tions, which may well arise again on a redetermination of prices, as 
to: (1) the necessity of a fair hearing, and (2) the remedies of a 
person improperly deprived of a fair hearing. These will be con- 
sidered in turn. 


Necessity of a Fair Hearing 


When a legislature, in establishing an administrative agency to 
exercise legislative powers, prescribes a certain procedure for that 
body to follow, the agency or commission may act validly only within 
its prescribed limits. In this respect the United States Supreme 
Court has said that “such an agency must pursue the procedure and 
rules enjoined and show a substantial compliance therewith to give 
validity to its action.” ** 

A most important issue in the present controversy is whether 
any hearing is required and, if so, whether the hearing is required 
before the orders of the Commission become effective. Persons at- 
tacking the orders rely on Section 2(a) of the act’® as expressly 
requiring a hearing before an order can be prescribed or become 
effective. They contend that such was the intent of Congress.’’ If 
this is so, compliance with the statutory requirement doubtless is 
necessary to the validity of the orders. 

It is argued that, even though the statute did not expressly require 
a hearing, a hearing would be necessary before such a rate-fixing 
order can be made effective, because of broad constitutional pro- 
hibitions. This latter argument is based purely upon the due process 
clause in the fifth amendment rather than upon the necessity for 
compliance with procedural steps outlined in a statute. There is 
at least one case which clearly supports such a contention. In South- 


15 Wichita Railroad & Light Co. v. Public Utilities Commission of Kansas, 
260 U. S. 48, at 59, 43 Sup. Ct. 51, 67 L. ed. 124 (1922). 


_ 16 Sec. 2(a), supra note 6, provides that: “No order which is subject to 
judicial review . . ., and no rule or regulation which has the force and effect 
of law, shall be made or prescribed by the Commission, unless it has given 
reasonable public notice of a hearing, and unless it has afforded to interested 
parties an opportunity to be heard, and unless it has made findings of fact.” 

In Morgan v. United States, 298 U. S. 468, 56 Sup. Ct. 906, 80 L. ed. 1288 
(1935), the statute gave to the Secretary of Agriculture power to prescribe 
reasonable rates for stockyard charges “whenever after full hearing . . . the 
Secretary is of the opinion that any rate . . . is or will be unjust, unreason- 
able, or discriminatory.” With regard to this the Supreme Court said, “. . . 
we meet at the threshold of the controversy plaintiffs’ additional contention 
that they have not been accorded the hearing which the statute requires. They 
rightly assert that the granting of that hearing is a prerequisite to the making 
of a valid order.” See, also, Saltzman v. Stromberg-Carlson Telephone Mfg. 
Co., 60 App. D. C. 31, 46 F. (2d) 612 (1931) (order changing the frequency of 
plaintiff’s radio station without a prior hearing as required by statute held void). 


17 See the brief for the City of Chicago in City of Chicago v. Nat. Bituminous 
am —-- Docket No. 66,450 in the District Court of the U. S. for the 
ist. of Col. 
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ern Ry. Co. v. Virginia * it was determined that a statute which did 
not require a state highway commissioner to hold a hearing before he 
ordered the elimination of grade crossings by the railroads deprived 
the railroads of property without due process of law as required by 
the fourteenth amendment. The court held that although the legis- 
lature itself might have made such an order without a hearing, it 
could not empower an administrative agent to do so. An earlier de- 
cision, Chicago, M. & St. P. Ry. Co. v. Minnesota,”*® held that a state 
statute empowering a commission to fix railroad rates without a 
hearing was unconstitutional. This case likewise definitely indicates 
that a hearing is necessary before an order is made by an administra- 
tive body.”° It must be conceded that due process of law does not 
always require a prior hearing; in fact, no hearing at all is required 
in the exercise of police power in certain emergency situations.”* 
Here, however, the regulation of contractual relations by the Bitu- 
minous Coal Commission seems closely analogous to cases of regu- 
lation of rates. The interests of the individual parties are so vital 
that administrative efficiency may well be sacrificed to the extent 
of providing a prior hearing, even in the absence of statutory re- 
quirement. 

On the other hand, the Commission contended that the act is am- 


biguous, that the requirement of a hearing in Section 2(a) is not 
mandatory upon the Commission before the issuance of an effective 
order. The Commission pointed out that the provisions relating to 
the complicated method of determining minimum prices in the va- 


18 290 U. S. 190, 54 Sup. Ct. 148, 78 L. ed. 260 (1933). The court said, “It 
[the statute] makes no provision for a hearing, and grants no opportunity for 
review in any court. his, we think, amounts to the delegation of purely 
arbitrary and bp yarns ne power. . . . Before its property can be taken 
under the edict of an administrative officer the appellant is entitled to a fair 
hearing upon the fundamental facts.” (Italics added.) 

19 134 U. S. 418, 10 Sup. Ct. 462, 33 L. ed. 970 (1890). 

20It was said that, “No hearing is provided for, no summons or notice to 
the company before the commission has found what it is to find and declared 
what it is to declare, . . . in fact, nothing which has the semblance of due 
process of law. . 

In an English case, Spackman v. Plumstead Board of Works, 10 App. Cas. 
229 (1885), the question was whether the certificate of the superintending 
architect was conclusive in fixing the general line of building under the Me- 
tropolis Management Act of 1862. The English court, though not actuated 
by any express constitutional provision such as the due process clause, said: 
“No doubt in the absence of special provisions as to how the person who is to 
decide is to proceed, the law will imply no more than that the substantial 
requirements of justice shall not be violated. He is not a judge in the 
proper sense of the word; but he must give the parties an opportunity of being 
heard before him and stating their case and their views.’ 

21 See Lawton v. Steele, 152 U. S. 133, 14 Sup. Ct. 499, 38 L. ed. 385 (1893), 
to the effect that no hearing is necessary when property is seized or destroyed, 
within the police power as a nuisance. A state statute authorizing the sum- 


mary seizure and destruction of nets used in illegal fishing was held cort- 
stitutional. 
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rious districts®? make no reference to any hearings. It then relied 
strongly on the case of United States v. Illinois Central R. Co.”* as 
establishing that, when the statute does not expressly require it, a 
hearing is not necessary before the issuance of an effective order and 
that the burden of proof is on the one attacking the rate. It is sub- 
mitted that Section 2(a), since it is in the introductory part of the 
statute and is phrased in very broad terms, should apply to the is- 
suance of all orders under the act. Hence it does require a hearing 
before any order becomes effective. What is more, the case of 
United States v. Illinois Central R. Co. seems clearly distinguishable. 
In that case the order had been issued but had not yet become oper- 
ative and the statute expressly authorized the issuance of the order 
without a hearing, and placed the burden of proof on the party at- 
tacking the rate. The court in holding that the procedure was not 
irregular in no way impinged on the authority of Southern Ry Co. 
v. Virginia ** to the effect that, even in the absence of a statutory 
requirement of a hearing, such a proceeding is necessary in a rate 
case before the order becomes effective. 

Elements of a Fair Hearing. If a hearing is found to be necessary, 
the problem arises as to what steps are essential to the holding of a 
“fair” hearing. Section 2(a) specifically requires public notice, an 
opportunity to interested parties to be heard, and findings of fact. 

It would seem to be uncontroverted that notice to the public or to 
interested persons is one essential of a fair hearing. If such pro- 
vision is not made, the order of the commission will be invalid.?® 
Again, the express provision of the Bituminous Coal Act that in- 
terested parties shall have an opportunity to be heard serves only 


22 Sec. 4, Part II (a), 50 Stat. 77, 15 U. S. C. §833 (1937). 


23291 U. S. 457, 54 Sup. Ct. 471, 78 L. ed. 909 (1933). In this case a 
statute empowered the Interstate Commerce Commission to make an order 
establishing joint rail and water rates without a prior hearing and placed the 
burden of proof on the person attacking the established rate. The I. C. C. 
set a rate without prior hearing, but the order was not yet operative. In up- 
holding this procedure the court said, “It is enough that opportunity was given 
for a full and fair hearing before the order became operative.” 

It should be noted that in this case there was an opportunity for all parties 
concerned to gain access to the essential information, whereas under the pro- 
cedure of the Bituminous Coal Commission such is not possible. Hence the 
case is indeed of little authority in the present situation. 


24 Supra note 16. 


25 See Crowell v. Benson, 285 U. S. 22, at 47, 52 Sup. Ct. 285, 76 L. ed. 
598 (1932), in which it was said, “The statute provides for notice and hearing; 
and an award made without proper notice . . . may be attacked and set aside 
as without validity.” See, also, Smith, Emergency Rates and the Due Process 
Clause (1934) 2 I. C. C. P. Journar 73; Feldman, Administrative Hearings 
and Due Process of Law (1936) 3 U. S. Law Week 1063; The Supreme 
Court and Administrative Practices of the Interstate Commerce Commission, 
Note (1933) 46 Harv. L. Rev. 1006; and Administrative Tribunals—Notice 
and Hearings, Note (1934) 32 Micu. L. Rev. 1157. 
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to guarantee that which would seem essential to a hearing regardless 
of statutory exposition. The interested party must be allowed to 
introduce evidence of his own, as well as to cross-examine opposing 
witnesses.”® 

By refusing to produce in hearings the basic data, showing cost 
of production, which it considers in establishing minimum prices, 
the Bituminous Coal Commission has raised the vexatious problem 
of confidential memoranda as the basis of administrative action.”” It 
has been held to be a denial of a fair hearing for the Interstate Com- 
merce Commission to base its order on information gathered by the 
Commission and not introduced in evidence at the hearing.** Such 
a view has likewise been taken with respect to data gathered by the 
now superseded Federal Radio Commission.”® The recent case of 


26 In the leading case of Interstate Commerce Commission v. Louisville and 
Nashville R. Co., 227 U. S. 88, 33 Sup. Ct. 185, 57 L. ed. 431 (1913), the 
court said, “All parties must be fully apprised of the evidence submitted or 
to be considered, and must be given opportunity to cross-examine witnesses, 
to inspect documents and to offer evidence in explanation or rebuttal.” 

27 For a longer discussion of some phases of this problem than is feasible 
bere, see, Requirement of a Fair Hearing nage the Federal Communications 

Commission ¢1937-38) 6 Geo. Wasa. L. Rev. 192, at 198. 


28 Interstate Commerce Commission v. Louisville and Nashville R. Co., supra 
note 24. See also, United States and I. C. C. v. Abilene and So. Ry. Co., 
265 U. S. 274, at ~ 44 ey Ct. 565, 68 L. ed. 1016 (1924), and The Chicago 


Junction Case, 264 at 263, 44 Sup. Ct. 317, 68 L. ed. 667 (1924). 

It is interesting = poh od here the case of Norwegian Ni Nitrogen Products 
Co. v. United States, 288 U. S. 294, 53 Sup. Ct. 350, 7 ed. 796 (1933), in 
which it was held to be no denial of a fair hearing for the Tariff Commission 
to refuse to reveal to an importer seeking a revision of a tariff rate the reports 
of domestic producers showing their costs of production. In distinguishing 
the above cases, the court said, “We are not unmindful of cases in which the 
word ‘hearing’ as applied to administrative proceedings has been thought to 
have a broader meaning. All depends upon the context. There is no denial 
of the power of Congress to lay bare to the business rivals of a producer and 
indeed to the public generally every document in the office of this Commis- 
sion and all the information collected by its agents. The question for us here 
is whether there was the will to go so far. The answer will not be found in 
the definitions of a hearing lifted from their setting and then applied to new 
conditions. The answer will be found in a consideration of the ends to be 
achieved in the particular conditions that were expected or foreseen. To 
know what they are, there must be recourse to all the aids available in the 
process of construction, to history and analogy and practice as well as to the 
dictionary. Much is made by the petitioner of the procedure of the Interstate 
Commerce Commission when regulating the conduct or the charges of inter- 
state carriers, and that of the Public Service Commissions of the states when 
regulating the conduct or the charges of public service corporations. The 
Tariff Commission advises; these others ordain. . . . The ‘hearing’ that such 
commissions are to give must be adapted to the consequences that are to follow, 
to the attack and the review to which their orders will be subject. . . . The 
Commerce Act, as it stands today, and kindred statutes in the states, are 
instinct with the recognition of a duty to give a hearing of such a kind that 
the courts will understand why a Commission has acted as it has if their super- 
visory powers are afterwards invoked for enforcement or revision. No such 
inference is to be drawn from the act before us now.” 


29 Saltzman v. Stromberg-Carlson Telephone Mfg. Co., 60 App. D. C. 31, 
46 F. (2d) 612 (1931). 
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Ohio Bell Telephone Co. v. Public Utilities Commission® held that 
a state commission fixing telephone rates failed to give a fair hear- 
ing when it took “judicial notice” of, rather than inserting in the 
record, certain price trend percentages. In an immigration case, how- 
ever, the Supreme Court indicated that there was no denial of a fair 
hearing when the record of appeal to the Secretary from an adminis- 
trative order, denying an alien admission to the United States, con- 
tained the report of an investigating officer, which report had not 
been introduced in evidence against the alien.** 

There are two English cases in point. In the Arlidge* case it 
was held that the Local Government Board had conducted a fair 
hearing prior to ordering a house closed as unfit for habitation, al- 
though a confidential report of a building inspector to the board 
was not disclosed. The Lords felt that there was no violation of 
“substantial justice” in failing to disclose this information.** The 
subsequent decision of Errington v. Minister of Health,** however, 
has taken a clear stand that it is improper for such a board, in making 
its order, to consider evidence not presented at the hearing and to 
inspect the premises in the absence of the owner. 

The present situation is further complicated by the fact that the 
Bituminous Coal Act expressly states that all the records filed with 
the Commission concerning the preparation, cost, sale, and distribu- 
tion of coal “shall be held by the statistical bureau as the confidential 
records” of the producer filing such information.** The purpose of 
this provision, as it stands alone, would be entirely defeated if, by 
demanding a hearing, competitors could gain access to the filed re- 
ports. Yet, if the analogy of the Interstate Comimerce Commission 
is followed, such must be the result, and the provision would appear 
invalid if interpreted as excluding such reports from hearings. Such 
an interpretation by the Commission seems clearly unwarranted in 
view of another provision of the act which provides that such in- 
formation! shall not be made public “‘except where such disclosure 


80 Ohio Bell Telephone Co. v. Public Utilities Commission of Ohio, 301 U. S. 
292, 57 Sup, Ct. 724, 81 L. ed. 1093 (1937). 

31 Tang Tung v. Edsell, 223 U. S. 673, 32 Sup. Ct. 359, 56 L. ed. 606 (1912). 

32 Local Government Board v. Arlidge, [1915] A. C. 120. 

“The government presses upon our attention the case of Local Government 
Board v. Arjidge, [1915] A. C. 120, reversing King v. Local Government Board, 
[1914] 1 K.\ B. 160. That case has provoked much discussion, but we do not 
think it meg gees to review it, as it relates to a different sort of administrative 
action and is not deemed to be pertinent to a proceeding under the statute 
before us and to the hearing which is required by the principles established by 
our decisions.” —Hughes, C. J., in Morgan v. United States, supra note 16. 

88 Lord Parmoor, however, based his opinion on the ground that the report 
contained no evidence, [1915] A. C. 120, at 144. 

84 [1935] 1 K. B. 249. 


85 50 Stat. 77, 15 U. S. C. § 833 (1937). 
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is made in evidence in any hearing before the Commission or any 
emt ss." * 

Lastly, findings of fact by the Commission are necessary to the 
validity of orders issued by it.** Not only does the statute expressly 
require such determinations,®** but, when a hearing is required, it 
may fairly be implied that the administrative agency must reach, and 
state, conclusions therefrom. 

Parties Entitled to a Hearing. Assuming that a hearing is neces- 
sary, there arises a problem as to who is entitled to notice and op- 
portunity to be heard. Section 2(a) merely specifies “interested 
parties.” ** 

There is little doubt that the producers of coal are contemplated 
by the act as “interested parties.” The statute is framed primarily 
with an eye to the aspect of production. An elaborate scheme is 
established by which to compile data on the cost of production. Hence 
all producers in a particular competitive district would seem to be 
entitled to intervene. 

Whether consumers are entitled to intervention either in the orig- 
inal hearing or for modification, raises a more difficult problem. 
Railroads and other consumers asked to be allowed to intervene and 
appealed from the orders denying them the right to such interven- 
tion.“ Again, an analogy from the Interstate Commerce Commission 
is advanced to support their position. It has been said in dictum 
that a shipper, analogous to the coal consumer here, is entitled to 
intervene in a hearing to establish transportation rates.‘ This dic- 
tum was followed by the U. S. Court of Appeals for the D. C. in 


86 Sec. 10(a), 50 Stat. 77, 15 U. S. C. § 840 (1937). 

The Commission has since issued a ruling interpreting this provision as 
permitting the introduction of these data in evidence at hearings before it, and 
has given notice that the reports filed with it will be made seeps for in- 
troduction in evidence in future hearings. Ruling, March 30, 1 

87 Wichita Railroad & Light Co. v. Public Utilities Amada of Kansas, 
260 U. S. 48, X Sup. Ct. 51, 67 L. ed. 124 (1922); The Chicago Junction 
Case, 264 U. S. 258, 44 Sup. Ct. 317, 68 L. ed. 667 (1924) ; United States v. 
B. & O. Ry. Co., 293 U. S. 454, 55 Sup. Ct. 268, 79 L. ed. 587 com, Florida 
v. United States, 282 U. = 194, 51 Sup. Ct. 119, 75 L. ed. 291 (1931). 

_ As to the necessity for, and required contents of, findings of fact, see Sag- 
inaw Broadcasting Co. v. Federal Communications Commission, U. S. Ct. of 
App. for D. C., 5 U. S. Law Week 845, 866, decided March 16, 1938. 

38 Sec. 2(a), 50 Stat. 72, 15 U. S. C. § 829 (1937). 

39 Supra note 35. 

40 Aberdeen and Rockfish R. Co. and others v. National Bituminous Coal 
Conemnes, Docket Nos. 7099-7103 in the U. S. Court of Appeals for the 

D. C., decided Feb. 10, 1938. 
“1 Sprunt & Son v. United States, 281 U. S. 249, ty Sup. Ct. 315, 74 L. ed 
- ed Cf., The Chicago Junction Case, 264 U. S. 258, 44 Sup. Ct. 07 
ed. 667 (1924) ; McLean Lumber Co.-v. United States, 237 Fed. 460 
*,. ‘eo 1916). See, Garland, “Legal Interest” for the Purpose of Suits to 
1? — of the Interstate Commerce Commission (1935) 21 Sr. Louts- 
EV 
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suspending the Bituminous Coal Commission’s orders on these pe- 
titions for review. 

The contention of the Coal Commission has been that consumers 
are not “interested parties” within the meaning of section 2(a) of 
the statute, and that the only remedy of consumers is through repre- 
sentation by the consumer’s counsel under sections 4II(d) or 15. 
These sections specify that the consumers’ counsel, states, and po- 
litical subdivisions thereof, may intervene to attack established prices. 
They make no mention of individual consumers. Yet it was held 
that the consumers as such were entitled to intervene.*? Apparently 
the theory was that section 2(a) giving “interested parties” a right 
to a hearing amplifies sections 4 II(d) and 15. Such a holding seems 
doubtful in light of the general rule of construction that enumeration 
of parties implies the exclusion of all others. 

In short, it seems that a consumer is an “interested party” entitled 
to be heard in the original hearing, but is not entitled to intervene 
later under sections 4II(d) or 15 to secure modification of an estab- 
lished price unless a state or political subdivision thereof. Such a 
construction, excluding him in the latter situation, would probably 
not be held unconstitutional because provision has been made for the 
protection of the consumer by representation.** 


Remedies 


A person who has been improperly refused a fair hearing ordi- 
narily has two possible remedies: review or injunction. The selection 
of the proper one is vital. Review, of course, is the primary form 
of relief; and the courts will usually not grant injunctive or other 
relief until the person complaining against administrative action has 
pursued his administrative remedy as far as possible. Hence great 
‘care should be exercised before seeking independent relief in equity. 

Review. Section 6(b) of the Bituminous Coal Act, providing for 
judicial review, states that, “Any person aggrieved by an order issued 
by the Commission in a proceeding to which such person is a party 
may obtain a review of such order” in the Circuit Courts of Ap- 
peal or in the U. S. Court of Appeals for the D. C.** To secure 
review of an order of the Commission, then, a person must have 
been (1) a party to a proceeding, and (2) aggrieved. 

42 Supra note 38. 


48 In In re Engelhard, 231 U. S. 647, 34 Sup. Ct. 258, 58 L. ed. 416 (1914), 
the plaintiff, a consumer, sought to intervene in the (fixing of utility rates. 
It was held that the city of which plaintiff was a resident was the proper 
party to intervene and nat the plaintiff, the court saying, “ . it was not 
competent for each individual having dealings with the regulated company 


‘to raise a contest in the courts over the questions which ought to be settled 
in this general and conclusive way.’” 


4450 Stat. 85, 15 U. S. C. § 836 (1937). 
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If there has been no hearing, or if there has been a hearing but 
the person seeking review was not a party to it, there can of necessity 
be no review. Hence there could be no review of the original price- 
fixing orders of the Commission because no hearings were held. 
There would be neither a record to review nor any parties to demand 
review. 

In order to obtain standing as parties to proceedings before the 
Commission, many individual consumers petitioned for modifica- 
tion of the prices established and have sought review of the re- 
sulting orders. As has already been indicated, the statute may be 
construed so that consumers are not proper “parties” to seek such 
modification of prices; but the U. S. Court of Appeals for the 
D. C. has taken the other view, that is, that a consumer by such 
procedure does become a party entitled to review.*® Although there 
is doubt that the individual consumer as such is entitled to inter- 
vention and review, there is no doubt that states and political sub- 
divisions thereof may ask for modification of established prices 
and review of the subsequent order. The statute expressly pro- 
vides for such procedure.** 

A party seeking review of a proceeding must, by the wording 
of the statute, have been “aggrieved.” If a person was an “in- 
terested party” in a proceeding before the Commission and that 
body has adopted an order contrary to his contentions, it would 
seem to follow that he is “aggrieved,” and is entitled to appeal 
within the provisions of the act. 

Injunctive Relief. As a general principle a person may not 
obtain relief in equity against administrative action until he has 
exhausted all the administrative remedies available to him. For 
instance, in Prentis v. Atlantic Coast Line Co.** it was held that 
a railroad was not entitled to an injunction against enforcement 
of an established rate, which it was attacking as confiscatory, 
until it had pursued a statutory appeal from the order. The court 
retained the bill for further proceedings in case the order was 
affirmed on appeal. Courts are reluctant to interfere with admin- 
istrative processes. A fortiori they are reluctant to interfere with 
administrative action which is not final. 

45 Supra e 38. 

46 Sec. 4, "Part 11(4), 50 a. 77, 15 U. S. C. § 833 (1937), and sec. 15, 
50 Stat. 90, 15 U. C. § 836 (19 937). 

47211 U. S. 210, S49 Sup. Ct. 67, 53 L. “ 150 (1908). Accord, Pitts- 
burgh Ry. v. Board of Public Works of W. Va., 172 U. S. 32, 19 Sup. Ct. 
90, 43 L. ed. 354 (1898) (failure to take advantage of right to appeal) + : 
Porter v. Investors Syndicate, 286 U. S. 46%, 52 Sup. Ct. 617, 76 L. 
1226 (1932) (failure to take advantage of right to appeal). See also, Red 


“C” Oil Mfg. Co. v. Board of Agriculture of N. C., 222 U. S. 380, 394 - 
32 Sup. Ct. 152, 56 L. ed. 240 (1912). 
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Some parties, notably the cities of Cleveland and Chicago, sought 
direct injunctive relief against the orders of the Bituminous Coal 
Commission. Since municipalities were expressly granted the 
privilege of seeking modification of prices before the Commission, 
that body contended that these municipalities should have sought 
a hearing and a review of that hearing before going into equity. 
Similar reasoning would apply to all consumers entitled to a hear- 
ing and review. The situation is closely analogous to that in 
Prentis v. Atlantic Coast Line Co.** 

In Skinner & Eddy Corp. v. United States,’ however, where an 
injunction was sought against enforcement of an order of the 
Interstate Commerce Commission before the complainant had 
availed himself of the statutory privilege of asking for a modifi- 
cation, the Supreme Court apparently created an exception to the 
general rule of administrative law. The complainant attacked the 
order of the Commission on the ground that it was void because 
outside the statutory powers of the Commission. It was held that, 
although pursuit of the administrative remedy is necessary when 
an order is attacked as establishing an unreasonable rate, when 
“the Commission has exceeded its statutory powers . .. and the 
order is void . . . , the courts have jurisdiction of suits to enjoin 
the enforcement of an order, even if the plaintiff has not attempted 
to secure redress in a proceeding before the Commission.” 

Whether the distinction adopted in the Skinner case has been 
recognized by the recent decision of Myers v. Bethlehem Ship- 
building Corp. is a debatable question. In the Myers case in- 
junctive relief was sought against the holding of a hearing by the 
National Labor Relations Board with regard to labor practices of 
the complainant. Plaintiff alleged that his business was in intra- 
state rather than interstate commerce and hence the Board had no 
statutory power to act. The statute establishing the Board gives 
a right to appeal and makes that remedy exclusive. Although 
holding that such a provision was constitutional, the court intimated 
that an injunction might be issued in the teeth of this prohibition ; ™ 
however, since the administrative remedy had not been exhausted, 
by a hearing and an appeal, the court refused to grant injunctive 
relief even though the administrative agency was alleged to lack 
“power over the subject matter.” Certainly this wording seems 


48 Supra note 44. 
49 249 U. S. 557, 39 Sup. Ct. 375, 63 L. ed. 772 (1919). 
5058 Sup. Ct. 549 (1938). 


51 A familiar example of such procedure is the issuance of injunctions against 
the collection of taxes even though statutes expressly forbid it. See Simpson, 
Fifty Years of American Equity (1936) 50 Harv. L. Rev. 171, at 233. 
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diametrically opposed to the exception made in the Skinner case. 
But it must be noted that Mr. Justice Brandeis wrote both opinions 
and in the later one made no mention of overruling the earlier. 
In fact, in the introduction to his opinion in the Myers case he 
expressly states, “There is no claim by the corporation that the 
statutory provisions and rules of procedure prescribed for such 
hearings are illegal.” Perhaps, then, the Myers case may be con- 
fined strictly to the rule that an injunction should not be issued 
against the holding of a hearing when, as yet, no regulatory order 
has been promulgated.** The Supreme Court might still consist- 
ently hold that an injunction is proper against a void regulatory 
order. Such at least was the contention of consumers who sought 
injunctive relief from the orders of the Bituminous Coal Com- 
mission on the ground that orders issued without a fair hearing 
are void. The District Court of the U. S. for the Dist. of Col., 
however, refused to recognize this argument ** on the ground, in 
some of the suits, that an injunction should not be issued if the 
plaintiff had later petitioned the Commission for a review. How 
such a petition could make a void order valid is inconceivable.™ 


It is apparent from the present situation of the Bituminous Coal 
Commission that administrative processes afford as striking an 
example as any of the old adage that “haste makes waste.” 
Orderly processes may at times seem inexpedient or inadvisable.** 
But before administrative short cuts are attempted the adminis- 


52 Only two years before the decision in Skinner & Eddy Corp v. United 
States, supra note 49, the Supreme Court had held that an injunction would 
not lie against an order for the holding of a hearing by the Interstate Com- 
merce Commission although the injunction was sought on the ground that the 
Commission had no jurisdiction over the subject matter. United States v. 
Illinois Central R. Co., 244 U. S. 82, 37 Sup. Ct. 584, 61 L. ed. 1007 (1917). 
It is significant to note that the court, in granting the injunction in the Skinner 
& Eddy case, made no comment at all on the earlier decision. Apparently the 
two situations are distinguishable. 


58 Chicago v. National Bituminous Coal Commission, Docket No. 66,450 in 
the District Court of the U. S. for the Dist. of Col. 


54. A further obstacle to injunctive relief for consumers is the necessity for 
showing a sufficient economic disadvantage. In two cases, Edward Hines 
Trustees v. United States, 263 U. S. 143, 44 Sup. Ct. 72, 68 L. ed. 216 (1923) 
and Sprunt & Son v. United States, 281 U. S. 249, 50 Sup. Ct. 315, 74 L. ed. 
832 (1930), the Supreme Court has denied to a shipper injunctive relief against 
orders of the Interstate Commerce Commission on the ground that a shipper 
as such has an insufficient interest. It is quite conceivable that a consumer 
of coal, although analogous to the shipper, might make such a showing of loss 
as to entitle him to relief despite these cases. The question of interest is, after 
all, a matter of degree. A large consumer suffering great pecuniary loss might 
well be accorded relief when a small consumer would not be. See supra, note 41. 


55 “There can be no compromise on the footing of convenience or expediency, 
or because of a natural desire to be rid of harassing delay, when the minimal 
requirement has been neglected or ignored.”—Cardozo, J., in Ohio Bell Tele- - 
phone Co. v. Commission, supra note 30, at p. 304. 
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trative body doing so should be certain that its proposed short cut 
is not in fact a blind alley of illegal action which will cause exten- 
sive backtracking rather than saving of time and energy. By 
failing to hold public hearings and to notify consumers thereof, 
prior to the issuance of effective price orders, the Coal Commis- 
sion set the initial date of effective regulation back many months. 
The consumer undoubtedly has such an interest as to be entitled to 
a fair hearing prior to the issuance of effective orders. If any of 
the elements of a fair hearing already discussed are not according 
to him he is entitled to an appeal therefrom. Moreover, it would 
seem that he is entitled to an injunction against any order of the 
Commission issued without a prior fair hearing, on the ground that 
it is void, even though he has not pursued his administrative right 
to appeal. While it is to be hoped that such procedure will not 
be necessary on a redetermination of prices, the consumer must 
stand prepared to defend his rights to a hearing—before other 
price-fixing bodies as well as before the Bituminous Coal Com- 
mission. 


Rosert B. HANKINS. 


CONTRACTING WITH GOVERNMENT CORPORATIONS 


The gradual, but clearly perceived, advent of the Government 
in endeavors heretofore considered as part of the private domain, 
and the use of the corporate device as a means for transacting 
business with private persons in order to function efficiently in 
this sphere, presages the need of considering the applicability of 
statutory regulations with respect to contracts of government cor- 
porations. 

The creation of government owned corporations by Acts of 
Congress or by chartering under the corporaton laws of the Dis- 
trict of Columbia or the laws of the states, for the purposes of 
conducting these various enterprises complicates the problem, in 
view of the fact that one of the major reasons for establishing these 
incorporated agencies was to enable them to employ commercial 
methods and to conduct their operations with a freedom supposed 
to be inconsistent with accountability to the treasury under its 
established procedure of audit and control over the financial trans- 
actions of the United States.’ 





1U. S. ex rel Skinner & Eddy Corp. v. McCarl, 275 U. S. 1, 48 Sup. Ct. 12, 
72 L. ed. 131 (1927). 
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One of the most important contract statutes? ever enacted by 
Congress provided for the advertising of proposals for purchases 
and contracts for supplies or services for departments of Govern- 
ment. There are, however, certain well defined exceptions.* Aside 
from these exceptions, the Statute has not been applied* to con- 
tracts made by the Panama Railroad Co., United States Shipping 
Board Emergency Fleet Corporation, War Finance Corporation and 
other government owned corporations, but the reason for the non- 
applicability to these agencies as such, is not based on any clearly, 
defined principle. In view of the fact that the requirement for 
advertisement is mandatory, and contracts made in violation thereof 
are void,’ necessitating recovery, if at all, on a quantum valebat 
basis,® the consideration of whether failure to advertise may be 


236 Strat. 861 (1910) 41 U. S. C. § 5 (1934). Advertisements for pro- 
posals for purchases and contracts for supplies or services for departments of 
Government. Except as otherwise provided by law all purchases and contracts 
for supplies or services in any of the departments of the Government and 
purchases of Indian supplies, except for personal services, shall be made by 
advertising a sufficient time previously for proposals respecting the same, when 
the public exigencies do not require the immediate delivery of the articles, or 
performance of the service. When immediate delivery or performance is re- 
quired by the public exigency, the articles or service required may be procured 
by open purchase or contract, at the places and in the manner in which such 
articles are usually bought or sold, or such services engaged, between in- 
dividuals. 

3 ——— Tue Law or GoveRNMENT Contracts (2d ed. 1927), p. 245. 

Personal services. 

2 When immediate delivery or performance is required. 

3. When public exigency requires immediate commencement and there is 
no time for such advertising, even though there may be time for the 
execution of a formal contract. 

. When the subject of the proposed contract is neither service nor sup- 
plies; for instance, a lease for the rental of property when the 
United States is the lessee. 

. When the articles are, by reason of being patented or copyrighted, 
~~ a only from one source and no competition therefore can 

ad. 

6. When by reason of other existing conditions it is impracticable or im- 
possible to advertise. 

The application of this sixth exception may be clarified by reference to page 
252 of Shealey on Government Contracts, to wit: 

1. When under a formal contract for construction there arises a necessity 
for additional work practicable of performance only by the con- 
tractor. 

2. When there is only one dealer within a practicable distance from whom 
the article can be obtained. 

3. When prices or rates are fixed by legislation, either federal, state, or 
municipal ; or by regulation. 

4. When previous advertising for the incidental purchase has been followed 
by the receipt of no proposals or only of such as were unreasonable, 
and under circumstances indicating that further advertising would 
not alter results. 

4 Id. at 240. 

5 Schneider v. United States, 19 Ct. Cls. 547 (1884). 


6 Livingston v. United States, 3 Ct. Cls. 131 (1867). “If the objection be 
made that the sale was invalid for want of previous advertisement, or because 
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interposed as a defence in some future litigation arising out of con- 
tractual relations between government corporations’ and private 
individuals, becomes important. 

The legal status of any government owned corporation con- 
strued in the light of the statutes creating it and later legislation 
and executive orders concerning it, together with the subject matter 
and purpose of any contract it may enter into, must be considered 
in determining whether the defense referred to may be interposed. 
The fact of stock ownership by the United States has little bearing 
on the question,® for it does not usually effect the legal status of 
the corporation.® 

As a preliminary conclusion, it may be stated that if a private 
litigant should be successful in drawing in the United States as an 
indispensable party on the theory of agency in any suit arising 
out of a contractual relationship with a government corporation, 
the noncompliance with statutory requirements could be utilized 
as a bar to the action.?° Nor, in such an instance, could a separate 
action be maintained against the government corporation in its 
individual capacity as an agent, for the contract being executed in 
the name of the principal precludes liability on the part of the 
agent.1* Attempted recovery on the theory of implied warranty 
of authority would be unavailing to the private contractor, for the 


doctrine does not apply where the agent’s lack of authority is 
known.’2 The advertising requirement being statutory constitutes 


no exigency existed within the intent of the statute, or for the reason that the 
goods were not purchased in open market; and if the court should so hold, yet 
still it would appear that the defendants received the claimant’s goods, that 
these were sold in good faith, that they went into the hands of the proper 
officers of the Government, and were used in the public service, and that from 
their receipt a public benefit was derived; and these facts being established, 
there would follow a legal right to recover a just and reasonable price.” 


7 War Finance Corp., Fleet Corp., U. S. Housing Corp., U. S. Spruce Corp., 
Panama Railroad Co., Inland Waterways Corp., Alaska Railroad, Farm Credit 
Administration, Federal International Credit Banks, Regional Agricultural 
Credit Corp., Central Bank for CoGperatives, Products Credit Corp., Federal 
Farm Mortgage Corp., Federal Home Loan Banks, Reconstruction Finance 
Corp., Commodity Credit Corp., Export Import Bank of Washington, Federal 
Deposit Insurance Corp., Home Owners Loan Corp., Federal Savings and Loan 
Asso., Public Works Emergency Housing Corp., Federal Surplus Relief Corp., 
Tennessee Valley Authority, Electric Home and Farm Authority, Federal Sav- 
ings and Loan Insurance Corp. 

8 Sloan Shipyards Corp. et al. v. Fleet Corp., 258 U. S. 549, 42 Sup. Ct. 386, 
66 L. ed. 762 (1922). 


8 Osborn v. Bank of United States, 9 Wheat 738, 6 L. ed. 204 (U. S. 1824). 


10 Hetrick Mfg. Co. v. United States, 62 Ct. Cls. 265 (1926) United States 
Statutes are actually a part of every contract though not in express terms re- 
ferred to. 


11 Wallace v. Bentley, 77 Cal. 19, 18 Pac. 788 (1888) ; Mendelsohn v. Holton, 
253 Mass. 362, 149 N. E. 38 (1925). 


12 Le Roy v. Jacobosky, 136 N. C. 443, 48 S. E. 796 (1904). 
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constructive notice, for private contractors are bound to know of 
this provision of the law.™® 

This favored position, however, does not apply to a corporation 
of the government when acting purely in its corporate capacity.’ 
Nor when acting as such, could the United States be drawn in as 
a party. The question of whether the corporation is an instrumen- 
tality or arm of the government in any given instance resolves itself 
into a question of fact. 

Incorporation under the laws of the District of Columbia or any 
state is a significant element ** in determining the legal status of 
any government corporation. In the recent case of Lindgren v. The 
Fleet Corporation, the Court stated: “The Fleet Corporation is 
a private corporation of the District of Columbia, created under 
the laws of the United States with power to sue and be sued in 
the same manner as other corporations . . . Although the United 
States owns its stock, it is a distinct entity just as other corpora- 
tions are distince from their stockholders.” This element, con- 
sidered alone, however, is not conclusive, for in the case of John- 
son v. The Fleet Corporation," the Suits in Admiralty Act was 
held to be the exclusive remedy against the United States or the 
Fleet Corporation for maritime causes of action regardless of 
theories of separateness. 

In the case of executive orders executed through government 
corporations, the cloak of sovereignty attaches to the corporation 
even though the contract entered into with a private person does 
not disclose on its face whether the corporation was acting in its 
purely corporate capacity or as agent of the president.’* 

The subject matter and purpose of the contract constitutes per- 
haps the most important factor in determining the status of the 
corporation with respect to the particular transaction. In the case 
of Buffalo Union Furnace Co. v. The Fleet Corporation,” the Court 
examined the subject matter of the contract and the purpose for 
which it was acquired before arriving at the conclusion that the 
corporation was an instrumentality of the government and there- 
fore could interpose the defense of cancellation pursuant to the 
power conferred upon the president by Congress. The Court 





13 Cobb et al. v. U. S., 18 Ct. Cls. 514, 536 (1883) ; Snare and Triest v. U. S. 
55 Ct. Cls. 386 (1920). 


14 Buffalo Union Furnace Co. v. Fleet Corp., 291 Fed. 23 (C. C. A. 2d, 1923). 
15 Supra note 8. 

1655 F. (2d) 117 (C. C. A. 4th, 1932). 

17 280 U. S. 320, 50 Sup. Ct. 118, 74 L. ed. 451 (1932). 

18 Supra note 14. 

19 [bid. 
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stated: “Defendant was a war instrumentality. The Congress 
deemed the method of a private corporation desirable, and, in a 
practical way, the United States could thus deal with the building 
or obtaining of shipping facilities through the corporate device, in 
a manner, according to the circumstances, which might fairly pro- 
tect either the Government, or private interests, or both, as the 
case might be. At all times, however, it was apparent that, while 
the corporation was private in certain legal aspects, it was public 
in its object and purposes, and in 1918 its activities were for war 
purposes.” 

Further substantiating this view is the case of Ingram Day 
Lumber Co. v. The Fleet Corporation,”® involving an act of Con- 
gress*! allowing suit against the United States as a method of 
compensating persons in case of dissatisfaction with the rates 
allowed for war materials. An action was brought against the 
Fleet Corporation and Defendant moved to dismiss, relying on the 
foregoing statute. The motion was denied because of the inability 
on the part of the Fleet Corporation to establish facts indicating 
that it was acting as a delegate of the United States. In its opinion, 
the Court summarizes the guiding legal principles applicable to the 
problem involved in such excellent fashion, that they are here set 
forth by way of conclusion: 

“1, The Fleet Corporation, when acting for itself, is capable of 
suing and being sued as an ordinary corporation. 

“2. Any suit against it, regardless of the amount or value in con- 
troversy, must be in the Federal Courts, because it was organized 
under a law regulating commerce. 

“3. When acting as the delegate of the United States, or the ap- 
pointee of the president, in the purchase of materials or ships, it 
is not liable in its corporate capacity; but such suit must be against 
the United States. 

“4, Ships purchased or constructed by it for the United States 
are to be operated by the president, and when operated through 
the agency of the Shipping Board are liable to arrest under section 
9 of the Act establishing such Board. 

“5. Property acquired by the Fleet Corporation with the funds 
and as the agent of the United States, even though held in the 
name of said Fleet Corporation, is the property of the United States 
and exempt from State taxation. 

“6. The property of such corporation, even though the United 
States may be interested therein as a stockholder, may be subjected 


20 267 Fed. 283 (S. D. Miss. 1920). 
21 39 Srat. 1193 (1917), 28 U. S. C. § 250 (1934). 
7 
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by legal process to the payment of its debts; but property of the 
United States, which it holds as a Government agent, and which 
simply stands in the name of the Fleet Corporation, is not liable 
for the debts of such Corporation. 

“7. If the relation of the Government to the Corporation is 
merely that of stockholder, then the Corporation is liable for its 
acts, because its transactions are those of the Corporation, and not 
of the Government. 

“8. But, if the relation is that of principal and agent, then the 
Corporation, when it acts within the scope of its authority, is not 
liable, because such authorized acts are the acts of the Government, 
and not the Corporation.” 

The general problem in determining the applicability of govern- 
ment statutory procedure with respect to contracts on the part of 
government corporations, also hinges upon a determination of 
whether or not in a particular instance the corporation in question 
is a “department” of the government. This question cannot be 
answered categorically. The purpose of the statute must be taken 
into account as well as the purpose and nature of the incorporated 
unit. In addition, it is conceivable that a unit created as distinct 
and separate from the United States Govenment and therefore not 
a department thereof, might, on specific occasions be acting on 
behalf of the United States Govennment and in that instance as a 
department thereof,?* so that the provisions of the government con- 
tract statutes would apply. A private contractor in dealing with 
such an agency should, therefore, determine the nature of the unit 
with which he is dealing and the capacity in which it is acting, as 
well as its general relation to the United States Government, by one 
of the foregoing tests. While no general conclusion can be drawn 
that can fit all cases, nevertheless, signposts have been erected along 
the way so that the party seeking the path to his conclusion in a 
particular situation can arrive at a fairly conclusive solution on his 
specific facts. Harry C. NAIL, Jr. 


Homer Rue IMPLIED From INITIATIVE AND REFERENDUM 
PROVISION. 


Historians and political scientists have ever regarded self-govern- 
ment as the cornerstone of American democracy. The doctrine that 
local affairs should be managed by local people has been considered 


22 Fleet Corp. v. Western Union Telegraph Co., 275 U. S. 415, 48 Sup. Ct. 
198, 72 L. ed. 345 (1928). The Fleet Corp. is a department of the Government 
within the meaning of the Post Roads Act. 
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by them as the foundation upon which successful democracy is built. 
Whether local self-rule in America preceded state authority has been 
a subject of contention among students of municipal government.” 
That the conflict as to whether state authority should take precedent 
over local government would eventually reach the judiciary for deter- 
mination was inevitable. The Justices being versed in history and 
political science as well as the law had to choose between the theory 
advanced by the political scientists and the doctrine that the state has 
all power not reserved to the people by their constitutions. They 
chose the latter.* It was stated in 1916 by a noted writer* that only 
Indiana, Kentucky and Iowa followed the inherent home rule prin- 
ciple. Recent decisions® indicate that these states no longer adhere 
to the principle of local autonomy. Without discussing the merits of 
either contention, it is now evident that judicial decisions have estab- 


1 CooLEY, Princ. of Const. Law (lst ed. 1880) 343; Coorry, Const. Lim. 
(8th ed. 1927) 385, 389; 1 Bryce, MopeRN Democracies (1921) 320; 1 Mc- 
QuILLAN, Municipal, Corporations (2d ed. 1928) 254. 


2 For the argument in favor of local self-government, see: Eaton, The Right 
to Local Self Government (1900) (13 Harv. L. Rev. 441, 470, 638; 14 Harv. L. 
Rev. 20,116. For argument against self government, see: McBain, The Doc- 


trine of an Inherent Right of Local Self Government (1916) 16 Col. L. Rev. 
190,299. 


3 Occ & Ray, InTRopUCTION To AMERICAN GOVERNMENT (2d ed. 1925) 644; 
People ex rel. Wood v. Draper, 15 N. Y. Rep. 543 (1857) “The people in fram- 
ing the Constitution, committed to the legislature the whole law-making powers 
of the State which they did not expressly or impliedly withhold. Plenary power 
in the legislature, for all purposes of civil government, is the rule. A prohi- 
bition to exercise a particular power is an exception.” 

“The possible approaches to the problems of the extent, py apes, and 
exercise of powers by municipalities that have been discussed i in this paper may 
be summarized as follows: (1) A complete delegation of local powers with 
only such limitations as are found in federal and state constitutions and the 
general regulatory laws governing municipal corporations in the particular 
state; (2) the retention of the present system and giving a liberal construction 
to general welfare clauses without invoking the technical limitations found in 
such doctrines of statutory interpretation as the ejusdem generis rule and other 
rules which limit general powers by specific legislation on the same subject, 
such as the doctrine of express mention and implied exclusion, and the doctrine 
that only those powers exist as are found in specific grants of power; (3) the 
Continental system, allowing municipalities a full exercise of all powers which 
are inherent in the entity or are necessary at any time with only the limitation 
that their exercise must be sanctioned and approved by certain administrative 
officers of the state; and (4) our present institutional system of determining 
the powers in any given case based upon the assumption that municipality has 
only powers which are directly granted or implied from the express grant in 
the light of the general welfare clause, other statutes in pari materia, and all 
existing and settled principles for the interpretation of powers as found in the 
doctrines of statutory interpretation, applied in view of the effect which legis- 
lative and judicial policies must necessarily have when the solution is not clear 
and explicit.” — Construction and Operation of Municipal Powers (1933) 
7 Temp. L. Q. 2 


4 McBain, Op. wd supra note 2 at 216. 


5 Local Union No. 26, etc. v. City of Kokomo, Ind., 5 N. E. (2d) 624 (1937) ; 
Peterson v. Town of Panora, Iowa, 271 N. W. 317 (1937); Herd v. City of 
Middlesboro, 266 Ky. 488, 99 S. W. (2d) 458 (1936). 
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lished the law as being that there is no inherent right to local self- 
rule.® 

A municipal corporation has only the powers which are expressly 
granted to it, or which are necessarily or fairly implied, or which 
are essential to the accomplishment of the declared purpose of its 
creation.” Any doubtful power is construed against the municipality® 
and the legislature can increase or decrease the municipal power at 
its will. While admitting the sovereignty of the people collectively 
as a state, the basis for resting legislative control over municipalities 
is that by incorporation the people as a municipality subject them- 
selves to the legislature through its plenary power over incorporation. 
This control enables the legislature to prescribe uniform methods of 
procedure, which in some branches of government is so essential.’® 
While some of the legislative interference** with local government 
has been with a desire to insure efficiency and honesty on the part 
of local officials, authorities concede that politicians through legisla- 
tive power have used municipal control for personal and party ag- 
grandizement.’* As a result of this legislative encroachment upheld 
by the Judiciary, the people of many states enacted “home-rule” pro- 
visions in their constitutions to safeguard the right of local au- 
tonomy.’* 

In a recent Utah case™ the question of self-government was again 


presented to a court of final appeal. The City of Provo, not a charter 


®1 Ditton, MunicrpaL Corporations (Sth ed. 1911) 154; Occ & Ray, 
Op. cit. supra note 3 at 795; McBain, Op. cit. supra note 4. 

71 Ditton, Op. cit. supra note 6 at 61. 

8 Local Union No. 26, etc. v. City of Kokomo, supra note 5. 

® Occ & Ray, Op. cit. supra note 6 at 829. 

10 GoopNow, Municipal, Home Rute (1906) 99. 

11 [bid. 

12] Bryce, American Commonwealth (1910) 645-646 (quoting from a re- 
port of the New York Comm. 1876). 


13 Citations on Home Rule Provisions of State Constitutions :—Constitutional 
Home Rule; California (1879) Const., art. xi, sec. 8; Colorado (1902) Const., 
art. 20, sec. 6; Nebraska (1912) Const., art. xi, sec. 2; Ohio (1912) Const., 
art. xvili, secs. 3 & 7; Oregon (1906) Const., art. xi, sec. 2; Utah (1932) 
Const., art. xi, sec. 5. 

Statutory Home Rule; Arizona (1912) Const., art. xiii, sec. 2; Rev. Code 
1928, art. 3, sec. 396; Michigan (1908) Const., art. viii, sec. 2, Dae L. 1929, 
c. 49, secs. 2228-2274 ; Minnesota (1896) Const., arte. "4, sec. “an Stats. 
1923, sec. 1271; Missouri (1875) Const., art. xi, sec. 16; Rev. on 1929, sec. 

446; New York (1923) Const., art. xii, sec. 3; Cahill’s Cons. L. 1930, c. 6-a; 
Oklahoma (1908) Const., art. xviii, sec. 3; Comp. Stats. 1921, sec. 4500; 
Pennsylvania (1922) Const., art. xv, sec. 1 as amended by stats. 1924, suppl. 
p. ix (has no enabling legislation to put it in force); Texts (1912) Const., 
art. xi, sec. 4; Rev. Civ. Stats. 1925, c. 13, art. 1165, 1175; Washington (1889) 
Const., art. xi, sec. 11; Comp. L. 1922, secs. 8948, 8951-66; Wisconsin (1924) 
Const., art. xi, sec. 3; Stats. 1929, 66.01; Connecticut had home rule but c. 247, 
Laws 1929 repealed c. 24 of General Statutes; W. Va. (1936) Home rule 
amendment adopted; made effective by statute in 1937. 


14 Utah Power and Light Co. v. Provo City, Utah, 74 P(2d) 1191 (1937). 
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city, acting through the initiative and referendum’® did not comply 
with statutes prescribing procedural methods to be followed when 
incurring bond indebtedness. The concurring majority opinion of 
Mr. Justice Larson, upholding the right of the city to incur the 
indebtedness by the method adopted, was based upon the theory that 
while the statute was mandatory when the action was by the city 
officials, it was suggestive only when the citizens of the municipality 
acted through the initiative and referendum provisions of the state 
constitution.° In other words, the Justice holds that the people 
through the constitution have reserved the right of self government 
by the provisions for initiative and referendum. That since this right 
is reserved to political subdivisions of the state as well as to the 
people generally, it impliedly gives local voters the same power over 
matters of local concern as is given to the voters of all the state over 
matters of state concern. Inasmuch as the state-wide initiative and 
referendum can repeal, suspend and prevent the operation of legisla- 
tive acts, it follows that the local initiative and referendum can sus- 
pend, repeal and prevent the operation of legislation applicable to 
municipalities so long as the act contemplated is a matter of local 
concern. Statutes prescribing how a city may proceed in purely local 
matters are administrative details only and are mandatory upon the 
city officials, but are not limitations upon the power of the city when 
acting upon the pertinent question at the ballot box. 


Says Justice Larson: 


“Statutes prescribing how the city may proceed in exercising 
any of the powers granted to it in purely local matters, that is, in 
matters not of state interest, are administrative details only and 
are not to be construed as limitations or as grants by the legis- 
lature. They are not limitations upon the powers of the city 
but are directory to the city officials; they do not provide that 
the power is granted to the city only when exercised in this way 


15 Initiative and Referendum provisions of State Constitutions: 

Arizona Const., Art. 4, Pt. 1, Sec. (1) (15), Sec. 2; Arkansas Const., Art. 
5, Sec. 1, (Amdt. No. 7); California Const., Art. 4, Sec. 1; Colorado Const., 
Art. 5, Sec. 1; Maine Const., Art. 4, Pt. 3, Secs. 16-22 (Art. 31 of Amdts.) ; 
Massachusetts Const., Art. 48, Secs. 150-177; Michigan Const., Art. 5, Sec. 1; 
Art. 17, Sec. 2; Missouri Const., Art. 4, Sec. 57; Art. 15, Sec. 2; Montana 
Const., Art. 5, Sec. 1; Nebraska Const., Art. 3, Secs. 1-4; Nevada Const., 
Art. 19, Secs. 205-207; North Dakota Const., Art. 2, Sec. 25; Art. 15, Sec. 
202; Ohio Const., Art. 2, Secs. 1, la-lg; Oklahoma Const., Art. 5, Secs. 1-5; 
Oregon Const., Art. 4, Secs. 1, la; South Dakota Const., Art. 3, Sec. 1; Utah 
Const., Art. 6, Sec. 1, par. 2; Washington Const., Art. 2, Sec. 1, (Amdt. No. 7). 

According to the Institute of Distribution, 57 Fifth Avenue, New York City, 
the state of Iowa also has the initiative and referendum. All of the above states 
have both initiative and referendum provisions. Two states, Idaho and New 
Mexico, have the referendum only. 


16 Art. VI, Tue ConstiTuTIon oF THE STATE oF UTAH. 
17 [bid. 
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but provide that the city officials when exercising the function 
shall proceed as therein directed. It is not that the legislature 
seeks to guard the city against availing itself of the power grant- 
ed, but to protect the city against erroneous, careless, hasty or 
fraudulent actions by the officers in its exercise.” 


It is generally held that elected officials have all powers except 
those expressly reserved.’* And in some states it is held that the 
legislature cannot submit to the people, in the absence of constitu- 
tional authorization, the final enactment of proposed legislation.’® 
While at first blush it may appear that the opinion of Justice Larson 
is in conflict with the generally accepted powers of elected officials, 
the holding goes no further than to decide that the legislature may 
provide limitations on the administrative acts of municipal officers, 
while denying the legislature the power to extend those limitations 
to the people themselves. This construction may have a decided 
bearing on the course of future legislative and municipal relations 
inasmuch as the complexity of problems confronting modern cities 
has necessitated the granting of powers to political subdivisions and 
private parties where there is a community of interest in the ones 
using the power and the use of the power affects only those people.*° 
Local option laws submitted to the electors of smaller political areas 
where the subject deals with matters of local concern have become ~ 
an established principle.** 


The Utah opinion has the effect of reconciling the conflict that 
has existed between municipalities and legislatures, since it permits 
the latter to apply administrative rules for governing officials while 
recognizing that local inhabitants should have the last voice in matters 
of local concern where that right is reserved to them by constitutional 
provisions of initiative and referendum. That the thesis that the 
legislature can prescribe rules for local authorities but not for the 
people themselves when acting on a matter of local concern through 
the initiative and referendum has merit is beyond doubt. It is a new 
thought ejaculated upon the field of municipal government and as 
to whether the theory will gain acceptance remains to be seen. 


HERBERT F. Smart. 


18 Opinion of the Justices, 160 Mass. 586, 36 N. E. 488 (1894). 

19 Jbid; Barto v. Himrod, 8 N. Y. 483 (1853); State ex rel. Pearson v. 
Hayes, 61 N. H. 264 (1881); Roos v. State ex rel. Swenson, 6 Minn. 291 
(1861); Brawner v. Curran, 142 Md. 586, 119 At. 250 (1922); People ex rel. 
Thompson v. Barnett, 344 Ill. 62, 176 N. E. 108 (1931). 

20 For a discussion of the delegability of legislative powers to political sub- 
divisions and private parties, see, note (1932) 32 Cor. L. Rev. 80; note (1937) 
37 Cou. L. Rev. 447. 


21 Locke’s Appeal, 72 Pa. 491 (1873); Cleveland v. City of Watertown, 222 
N. Y. 159, 118 N. E. 500 (1917). 
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ComMPuLsory LICENSING OF PATENTS 


The recent tendency of the Federal Government to curtail monopo- 
listic practices in the United States has once more brought the Patent 
Law before Congress and the public for an appraisal. There is a 
growing feeling that under the existing law, patents are frequently 
used for unreasonably restraining trade and for creating monopolies 
much more extensive than those originally contemplated for the 
benefit of inventors, in return for their contribution to science. The 
question of patent reform was considered of sufficient importance by 
the President of the United States to warrant a specific reference, in 
his message to the 75th Congress,’ to the widespread abuse of patent 
monopolies. Suppression and non-use of patents has long been recog- 
nized as one of the greatest evils of the patent system,” but the courts 
and especially the Supreme Court in the celebrated Paper Bag Patent 
case* have upheld the right of a patentee to withhold the benefits of 
his invention from the public for the full period of his patent mo- 
nopoly. If it is desired to limit or abolish suppression and non-use 
of patents in the United States, the doctrine of the Paper Bag Patent 
case, recently approved by the Supreme Court,‘ indicates that any 
solution to this problem must be legislative in nature. Over one 
hundred years ago a working clause, to insure practice of the inven- 
tion in the United States, was inserted in our patent law. However, 
four years later in 1836, when our present patent system was estab- 
lished, it was deliberately repealed.6 As early as 1908, there was 
pending a bill subjecting all patents to liability of revocation for fail- 
ure of the patent owner to comply with specified working require- 
ments.” 

During the past twenty-five years Congress has considered numer- 
ous compulsory license proposals as possible remedies for some of 
the evils of the existing patent law. The compulsory license proposal 
has been appropriately termed a “hardy perennial” as indicated by 
the long list of bills headed by the famous Oldfield Bill of 1912* and 
continuing down to the legislation pending before the present session 


183 Cong. Rec., Jan. 3, 1938, at 8. 
2 VAUGHAN, Economics oF Our Patent System (1925) 160. 


3Continental Paper Bag Co. v. Eastern Paper Bag Co., 210 U. S. 405, 28 
Sup. Ct. 748, 52 L. ed. 1122 (1908). 


4In Carbice Corporation of America v. American Patents Development 
Corp., 283 U. S. 27, 31, 51 Sup. Ct. 334, 75 L. ed. 819 (1931) Mr. Justice 
Brandeis said, “If the patent is valid the owner can, of course, prohibit entirely 
the manufacture, sale or use of such packages . . ..” 


5U. S. Patent Acts of 1832. 

6 (1935) 17 J. Or Pat. Orr. Soc. 648. 

7 Currier Bill, H. R. 17,869, 60th Cong., Ist Sess. (1908). 
8 H. R. 23,417, 62nd Cong., 2nd Sess. (1912). 
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of Congress.® Indicative of the exhaustive consideration which has 
been given to the various proposals are the extended hearings before 
committees of Congress, the most recent of which was conducted by 
the present House Committee on Patents in March of this year.?® 
Although the United States has never had a compulsory license law 
or other statutory provision designed to prevent suppression of pat- 
ents, since the present system was inaugurated in 1836, the continued 
legislative activity along this line warrants a consideration of the 
probable advantages and disadvantages of such legislation. It is the 
purpose of this article to present briefly the compulsory license laws 
and their operation in a few of the countries of the world important 
from a patent standpoint. With this background an attempt will be 
made to compare the reasons for compulsory licensing in the United 
States with those which justify the compulsory license laws of foreign 
countries, and to determine whether legislation along this line would 
improve the patent system. 


Almost all countries have some requirement for working of patents 
in their patent laws; the United States is the only important excep- 
tion." In the following countries a patentee is required by law to 
work the invention within a certain period from the date of the patent 
to avoid forfeiture: Dominican Republic, Latvia, and Persia, five 
years; British India, and Roumania, four years; Brazil, Bulgaria, 
Greece, Liberia, Paraguay, and Palestine, three years; Albania, Ar- 
gentina, Bolivia, Ecuador, France, Peru, Portugal, and Turkey, two 
years; Cuba, Guatemala, Honduras, Nicaragua, and Uruguay, one 
year. Forfeiture due to non-working of the invention occurs in 
Venezuela after one-fifth of the term of the patent; after one-third 
of the term in Panama and in Belgium one year after working of the 
invention is commenced abroad. A compulsory license is the only 
penalty for non-working in Norway, Sweden, and Danzig. Both 
compulsory license and revocation provisions come into consideration 
as a penalty for non-working in the following countries: Canada, 
Czechoslovakia, Denmark, Esthonia, Finland, Germany, Great Brit- 


® Oldfield Bill, H. R. 15,989, 63rd Cong., 2nd Sess. (1914); Paige Bill, 
H. R. 19,187, 63rd Cong., 2nd Sess. (1914); Stanley Bill, S. 3410, 67th Cong., 
2nd Sess. (1922); King Bill, S. 3474, 69th Cong., Ist Sess. (1926); King 
Bill, S. 203, 71st Cong., 1st Sess. (1929); King Bill, S. 22, 72nd Cong., 1st 
Sess. (1931); King Bill, S. 290, 73rd Cong., Ist Sess. (1933); King Bill, S. 
383, 74th Cong., Ist Sess. (1935); McFarlane Bill, H. R. 9,259, 75th Cong., 
3rd Sess. (1938); Connery Bill, H. R. 9,815, 75th Cong., 3rd Sess. (1938) ; 
McFarlane Bill, H. R. 10,068, 75th Cong., 3rd Sess. (1938). 

10 Hearings before Committee on Patents on H. R. 9,259 and H. R. 9815, 
75th Cong., 3rd Sess. (1938). 

11 VoyaceK, A Survey Or THe PrincipaL NATIONAL PATENT SYSTEMS 
(1936) 61. “No obligation as to working is imposed in the United States, 
Chile, Colombia, Egypt, Haiti, Lithuania and Salvador.” 
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ain, Holland, Hungary, Irish Free State, Italy, Japan, Luxemburg, 
Mexico, Poland, South African Union, Soviet Russia, Spain, Switz- 
erland, and Yugoslavia.’? 

In view of the relative importance of the patent systems of Ger- 
many, Great Britain, and Canada a brief résumé of the compulsory 
license law and its operation in each of these countries follows. 


THE GERMAN ComMPuLSorY LICENSE Law 
Historical 


The German patent law of April 7, 1891, did not contain any pro- 
visions for compulsory licensing.’* Section 11, however, of this law 
provided for the revocation of patents which were suppressed so as 
to withhold the benefits of the invention from German industry or 
from the public. Such revocation was based upon the prerequisite 
of non-use of the patented invention within Germany, or upon the 
denial of a license under the patent. The purpose of this provision 
was to force the patentee to use his invention in Germany. During 
the course of time, it developed that the compulsory use of patented 
inventions, including either use by the patentee or by his licensing 
others, was not very practical as far as meeting the needs of industry 
was concerned. It was not, however, feasible to abolish completely 
this revocation clause for non-use in view of the British law of 
August 28, 1907, which also provided for revocation of patents used 
exclusively or mainly abroad, and could be applied against German 
patentees in England. It was also expected that the United States 
would introduce a requirement for use of foreign owned U. S. patents 
into its patent laws. As a result of this expected U. S. legislation 
Germany entered into a treaty with the United States on February 
23, 1909, whereby it was mutually agreed that use in the United States 
of a German patent to a U. S. inventor and use in Germany of a 
U. S. patent to a German inventor would satisfy the non-user pro- 
visions of the German law and the proposed U. S. law. The expected 
change of the law in the United States did not take place, so that 
an American holding a German patent was protected in Germany 
against revocation for non-use thus having an advantage over Ger- 
man citizens who were patentees, while in the United States where 
there was no such requirement of using the patented invention Ger- 
man citizens were on an equal footing with other patentees.'® 


12 VOJACEK, op. cit. supra note 11, at 62. 
13 This material was obtained in collaboration with Lothar Michaelis, former 
German patent attorney, and now patent attorney of Washington, D. C 


14 Jsay, PATENTGESETZ Unp Gesetz, BETREFFEND DEN ScHutTz Von GE- 
BRAUCHSMUSTERN (5th ed. 1931) 406. 


15 LuTTER, PATENTGESETZ (9th ed. 1928) 152. 
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To avoid the disadvantage resulting from this treaty, a law pro- 
viding for compulsory licensing of patents was enacted on June 6, 
1911, and was substituted for Section 11 of the German Patent Law.’* 
The law of 1911 also contained a revocation provision which could 
be applied against British subjects holding German patents in the 
same way that a similar British provision was applicable against 
German citizens holding British patents. 

On May 5, 1936 the German patent laws were revised and the 
compulsory license provision is contained in Section 15 of the present 
German laws.’* There was not much change in the compulsory li- 
cense feature of the law, except that under the new law the question 
of whether or not the compulsory license is warranted for safeguard- 
ing the interests of the public is now reserved to the German Govern- 
ment, while under Section 11 of the old law the German Patent 
Office and Supreme Court decided that question."* The other pre- 
requisites for granting the compulsory license are still to be decided 
by the Patent Office and Supreme Court as heretofore. 


16 Hearings before Committee on Patents on H. R. 23,417, 62nd Cong., (1912) 
es 27, 67, wherein Section 11 of the German patent law is translated as 
ollows : 

“If the patentee denies his authority to a third party to use his invention, 
even though an indemnity or a sufficient guaranty has been offered to him, 
the said third party can be authorized to use the invention when such authori- 
zation would be considered in the interest of the public (compulsory license). 
Such power, however, can be made limited and subordinated to meet certain 
conditions. 

The patent can be revoked, as far as not prevented by international treaties, 
if the invention is practiced exclusively or mainly outside of Germany or out- 
side of the colonies. The assignment of the patent to another is ineffective 
if its sole object is to avoid the revocation of the patent. 

No decision can be rendered against the patentee by virtue of paragraphs 

1 and 2 of the present article before the expiration of three years, from the 
a of the publication of the patent.” 

cf. 17 J. Or Pat. Orr. Soc. 962. 


17 KrAusseE, DAs PATENTGESETZ Von 5. Mat 1936 (2nd ed. 1936) 8. Sec- 
tion 15 was translated as follows by Lothar Michaelis: 

“(1) If the patentee refuses to allow the use of the invention to another 
person, who offers to pay a reasonable compensation and to give security 
therefore, then such other person is to be given, by decree, the right to use 
(compulsory license), if the Government declares that the permission is war- 
ranted in order to preserve the interests of the public, and if at least three 
years have elapsed since the grant of the patent has been made public. The 
right may be granted with limitations and can be made subject to conditions. 

(2) The patent must be revoked, in the absence of international agree- 
ments to the contrary, if the invention is used exclusively or mainly outside 
Germany. The revocation can be demanded only two years after a final grant 
of a compulsory license and only then if the Government declares that the in- 
terests of the public can not be satisfied by the grant of compulsory licenses. 
These limitations, however, are not applicable to subjects of a foreign state 
which does not allow reciprocity in this matter. The transfer of the patent 
to another person is without any effect in so far as it is done to avoid re- 
vocation.” 

For other translations see (1937) 19 J. Or Pat. Orr. Soc. 204. 


18 Id. at 219. 
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Since the enactment of the compulsory license provision in the 
German patent laws, the provision for revocation for non-use of the 
patented invention in Germany has become of negligible importance, 
and has in practice been almost entirely superseded by the com- 
pulsory license. Since Germany ratified the Hague Amendments of 
the International Convention, a patentee could forestall or prevent 
revocation by granting a compulsory license.’® 


Prerequisites for Obtaining a Compulsory License 


In order to obtain a compulsory license, the petitioner for the 
license must show that a license was requested of the patentee with 
appropriate offer of compensation and security, and that such license 
was refused. The request to the patentee for a license does not 
necessarily have to be made before filing the petition asking for a 
compulsory license, but it must have been made at the time of the 
decision on the petition.” 


The petitioner for the license must be in a position to use the 
patent himself, in that he should have sufficient financial backing as 
well as being a specialist in the art to which the patent relates. If 
the petitioner does not have his own factory, he must at least have 
available capital as well as experts in the particular line.24 The 
amount of security required of the petitioner is not clearly defined, 
but is regulated according to the general principles of the civil law. 
Normally the security will not exceed the royalties to be collected 
in one year. 


The reasonableness of the offer of compensation and security is 
subject to investigation by the German Patent Office and Supreme 
Court. The Supreme Court has set between 1 to 10% of the selling 
price of the patented article as a suitable standard for royalties.” 
Within these limits it is necessary to determine the value of the 
invention to the licensee, and whether he can still profitably use the 
invention in view of the necessary increase in price by virtue of the 
royalty to be paid. The royalty may be a fixed price per unit,?* and 


19 International Convention at The Hague, Nov. 6, 1925, 


20 German Supreme Court, March 11, 1926, 113 Entscheidungen des Reichs- 
— 2 Zivilsachen 115; (1926-27) Zeitschrift Markenschutz und Wett- 
vewerb 15. 


21German Supreme Court, Nov. 8, 1913, 83 Entscheidungen des Reichs- 
gerichts in Zivilsachen 274 (276); (1914) Blatt fiir Patent-, Muster- und 
Zeichenwesen 186. 


22 German Supreme Court, January 20, 1918, 82 Entscheidungen des Reichs- 
gerichts in Zivilsachen 329. 


23 German Supreme Court, March 20, 1918, 92 Entscheidungen des Reichs- 
gerichts in Zivilsachen 329; (1918) 12 Juristische Wochenschrift 443. 
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in some cases it may be desirable to set a minimum royalty which 
must be paid in any event.** 

Perhaps the most important prerequisite for obtaining a compul- 
sory license under the German law is a showing that it is to the 
interest of the public that the license be granted. Naturally a person 
seeking a compulsory license under a patent does so in the furtherance 
of his own interests, and does not generally concern himself with the 
interest of the nation. As a matter of fact such person is usually a 
patent infringer under threat of suit for infringing the patent in 
question. Before any person, however, can obtain the grant of a 
compulsory license under a German patent, the Government, under 
the present law, must be satisfied that there is sufficient public 
interest to warrant the license. Under the former law,”* the Supreme 
Court was very liberal in its interpretation of the requirement of 
public interest, and even greater liberality can now be expected 
under the new law,”° when the question of public interest is decided 
by the Government. 

The public interest in question in connection with the grant of a 
compulsory license is one of economic rather than political nature. 
The mere fact that the patentee does not use his invention is not 
of itself controlling in determining the public interest involved, since 
the interest of the public is only affected if there is a need for the 
patented article or method, either for the domestic market or for 
foreign export. A reasonably high price level on the patented article 
is more or less incident to the monopoly of the patent grant, but 
justified by the fact that the patentee is rewarded in this manner for 
having benefited science. Therefore a compulsory license is not 
justified merely because the resulting competition will lower prices 
to the public. 

The strongest case of public interest in the grant of a compulsory 
license is one where the domestic needs as to the patented invention 
are not sufficiently satisfied.*7 Thus, if the patentee does not use his 
invention at all, or to a very limited extent in Germany, the license 
will very likely be granted if the other prerequisites are met. Further- 
more, where an improvement on a particular device is in great public 
demand and cannot be used without infringing the basic patent, the 


24 German Supreme Court, Nov. 24, 1923, (1924) Blatt fiir Patent-, Muster- 
und Zeichenwesen 49. 


25 Hearings before Committee on Patents on H. R. 23,417, 62nd Cong., 
(1912) No. 27, 67. 

26 KRAUSSE, op. cit. supra note 17 at 219. 

27 German Supreme Court, May 27, 1918, 93 Entscheidungen des Reichs- 
gerichts in Zivilsachen 50 (54); (1919) Gewerblicher Rechtsschutz und Ur- 
— 152: (1918) Mitteilungen vom Verband Deutscher Patentanwilte 
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Government is very likely to hold that sufficient public interest is 
present to warrant the grant of a compulsory license under the basic 
patent. In such a case, however, the improvement must be one that 
is a considerable advance over the basic patent, for otherwise in- 
fringement of the basic patent is not warranted.** Even where the 
improvement is slight, the courts have in certain special cases sup- 
ported the argument that the public is entitled to follow the several 
suitable ways of doing a certain thing, if more than one is available, 
and have granted a compulsory license under a basic patent so that 
the improvement invention could be practiced.”® 


The courts have held that there is sufficient public interest to 
meet the prerequisites for the grant of a compulsory license, if such 
grant will tend to prevent unemployment,*® improve hygienic con- 
ditions,“ improve the export,** or to aid the general economic situ- 
ation.** When the above-mentioned prerequisites are met, and three 
years have elapsed since publication of the grant of the patent, a 
compulsory license will be decreed. 


Effect of a Grant of a Compulsory License 


The compulsory license is a simple license usualiy limited to the 
shop of the licensee, and cannot be assigned or transferred in gross, 
but only appurtenant to the business for which it was obtained. 


Furthermore this license has no retroactive effect, and the patentee 
may recover for all infringement of his patent prior to the grant of 
the compulsory license. The mere fact that the patentee has volun- 
tarily granted an exclusive license under the patent will not prevent 
the courts from granting a compulsory license under the same 
patent.** On the other hand a patentee may give other voluntary 
licenses, notwithstanding the grant of a compulsory license. The 


28 German Supreme Court, Dec. 3, 1930, (1931) Blatt fiir Patent-, Muster- 
und Zeichenwesen 27; (1931) Mitteilungen von Verband Deutscher Patentan- 
walte 34. 

29 German Supreme Court, Jan. 3, 1927, (1927-28) Zeitschrift Markenschutz 
und Wettbewerb 193. 

30 German Supreme Court, March 11, 1926, 113 Entscheidungen des Reichs 
gerichts in Zivilsachen 115. Accord: German Supreme Court, Jan. 24, 1934, 
143 Entscheidungen des Reichsgerichts in Zivilsachen 223; (1934) Blatt fiir 
Patent-, Muster- und Zeichenwesen 109. 

31 German Supreme Court, Nov 30, 1929, 126 Entscheidungen des Reichs- 
gerichts in Zivilsachen 266. 

82German Supreme Court, Jan. 20, 1923, 106 Entscheidungen des Reichs- 
gerichts in Zivilsachen 214. 

83 German Supreme Court, Dec. 3, 1930, (1931) Blatt fiir Patent, Muster 
—_ Zeichenwesen 27; (1931) Mitteilungen vom Verband Deutcher Patentan- 
walte 34. 

84 German Supreme Court, Nov. 30, 1929, 126 Entscheidungen des Reichs- 
gerichts in Zivilsachen 266, cited supra note 31. 
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transfer of the patent under which the compulsory license was grant- 
ed does not affect the license in any manner. 

In those cases where a license has been granted under a patent so 
that an improvement invention might be practiced, the licensee is not 
prevented from filing an annulment proceedng against the patent, nor 
is he estopped from having the courts determine whether his im- 
provement is dependent upon the basic patent under which the com- 
pulsory license was granted. If the courts decide that the improve- 
ment does not infringe the basic patent, then the compulsory license 
is automatically terminated. There is a conflict as to whether 
royalties already paid in such case can be recovered, but according 
to the better rule it would seem that they should not be recoverable.** 
The licensee is under no duty to make use of the license, in which 
case the compulsory license royalty need not be paid.*® In those 
cases, however, where a fixed minimum royalty is to be paid, the 
licensee is not relieved of payment merely because he does not use 
the license granted to him. The provisions of the reciprocal treaty 
between the United States and Germany would seem to leave some 
doubt as to whether a compulsory license should be granted under 
a German patent to a U. S. inventor. The German Supreme Court, 
however, has ruled that this treaty does not prevent the grant of a 
compulsory license in such a case.** 

During the first fourteen years that the compulsory license pro- 
vision of 1911 was in force, only fourteen compulsory licenses were 
granted in Germany.** During the eleven year period from 1924 
to 1934 only seventeen licenses were finally granted.*® From these 
figures one might conclude that compulsory licensing in Germany 
is rather unimportant in that on the average a fraction over one 
license per year was granted. The whole picture, however, is not 
presented merely by considering the number of licenses granted, for 
in many cases the pressure of a compulsory license suit causes the 
patentee to grant a voluntary license. This point is borne out by 
the fact that in the same eleven-year period mentioned above, during 
which seventeen licenses were granted, eighty-seven suits were with- 
drawn before decision.*° During this period only forty-four suits 


35 KRAUSSE, op. cit. supra note 17 at 228. 


86 German Supreme Court, Nov. 17, 1917, 91 Entscheidungen des Reichs- 
gerichts in Zivilsachen 188. 


87 German Supreme Court, June 27, 1928, 121 Entscheidungen des Reichs- 
gerichts in Zivilsachen 328. 


88 BENJAMIN, fetes License Suits in Germany (1935) 17 J. Or Pat. 
Orr. Soc. 962 (963). 


89 [bid. 
40 Ibid. 
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out of the one hundred forty originally filed for obtaining a com- 
pulsory license were finally rejected.** 


Tue British Computsory LIcENSE LAW 


The first patents creating industrial monopolies originated in grants 
by the Kings of England with the view to establishing new industries 
and encouraging trade, and also of course to get revenue for the 
crown. Considerable abuse of these grants began to take place dur- 
ing the coursé of years which finally resulted in the Statute of Mo- 
nopolies of 1628.4* By this statute a patent was void if harmful to 
trade or generally inconvenient. Patents were in fact revoked for 
non-working during the seventeenth century, but the courts later 
held that manufacture under the patent in Great Britain was not 
essential.** Prior to the Act of 1883 ** there were no statutory pro- 
visions whereby a patentee could be forced to grant licenses if he 
abused his monopoly rights.*® Up until about 1872 England was so 
predominant in the industrial and manufacturing world that every- 
one everywhere who made an invention of any consequence, would 
first practice the invention in England where capital, skilled labor 
and other essentials were readily available. There was no need for 
compulsory working of patents at that time.*® Soon, however, the 
prerequisites of large scale industrial production became available 
in the United States and Germany and some important inventions 
were practiced there rather than in England. Hence, in order to 
prevent her industry from falling behind that of the United States 
or Germany, Great Britain did not hesitate to embody in a statute 
the compulsory working of patents. 

Compulsory licenses in the case of abuse of the monopoly rights, 
e.g., by non-working, were first made available in England by the 
Patents and Designs Act of 1883.47 By section 22 of this Act the 
Board of Trade was given power to order the grant of a compulsory 
license where: (1) the patent was not being worked in the United 
Kingdom, or (2) the reasonable requirements of the public with 
respect to the invention were not satisfied, or (3) any person was 
prevented from working or using an invention of which he was 


41 [bid. 
4221 Jac. I, c. 3 (1628). 


43 Badische Anilin und Soda Fabrik v. W. G. Thompson & Co., Ld., 21 
R. P. C. 473 (1904). 


4446 & 47 Vict. c. 57 (1883). 


45 TERRELL, THE LAw AND Practice RELATING To Lerrers Patent For 
INVENTIONS (8th ed. 1934) 323. 


ose is Intropuction To THE Principat, NATIONAL PATENT SystEMsS 
6 4 


47 46 & 47 Vicr. c. 57 s. 22 (1883). 
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possessed. Very few cases are reported under the application of this 
Act.*® By the Act of 1902 an alternative provision was introduced 
in the British Patent law, which allowed revocation of the patent 
for non-use where the compulsory license provision was inadequate. 
However, no applications for revocation under this procedure were 
reported. 

By the Patents and Designs Act of 1907,*® which is the basis of 
the present British Patent law, the jurisdiction to grant compulsory 
licenses was transferred to the courts, who alone could grant the 
license. On the other hand an order revoking the patent for abuse 
of the monopoly, such as non-working, could be made either by the 
court, if a petition were presented to the Board of Trade, or under 
certain conditions by the comptroller subject to an appeal to the 
court. This was again modified by the Act of 1919,°° whereby the 
proceedings were unified, and thereafter applications for revocation 
and applications for the grant of compulsory licenses were always 
to be dealt with by the comptroller and were subject to opposition 
proceedings and to appeal to the courts.** In order to remove the 
conflict with Article 5 of the International Convention,®? the com- 
pulsory license provision of the British Patent law was amended by 
the Act of 1928,°* and three years from the date of the sealing of 
the patent was fixed as the earliest time at which a compulsory license 
could be obtained. The present compulsory license provision is 
contained in the British Patent law of 1907 as finally amended by 
the Patents and Designs Acts of 1919, 1928, and 1932.%* 

According to Section 27 (2) of the British Patent law there are 
six classes of cases in which the monopoly rights are deemed to be 
abused,®° and these classes are not mutually exclusive. Perhaps the 
most important class of abuse is the non-working of the invention 
in Great Britain on a commercial scale where no satisfactory reason 
is given for such non-working. The important question to be deter- 
mined in this type of abuse is what constitutes a satisfactory reason 
for not practicing the invention. If there is no foreign manufacture, 
the courts have held that the fact that there is no hope of profit is 


48 Welsbach’s Patent, 15 R. P. C. 727 (1898); Imray’s Patent, 15 R. P. C. 
732 (1898); Buxton’s Patent, 15 R. P. C. 749 (1898); Bartlett’s Patent, 16 
R. P. C. 641 (1899). 

497 Epw. VII, c. 29 (1907). 

509 & 10 Geo. V, c. 80 (1919). 

51 VOJACEK, Op. cit. supra note 11, at 104. 

52 As revised at The Hague, Nov. 6, 1925. 

53 18 Gro. V, c. 3 (1928). 

54 Patents and Designs Act, 1907, 7 Epw. VII, c. 2\ as amended by 9 & 10 
Geo. V, c. 80 (1919); 18 Gro. V, c. 3 (1928); 22 & 23 Gro. V, c. 32 (1932). 
See Appendix. 

55 See Appendix, Section 27 (2). 
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a satisfactory reason for not practicing the invention.°* Proof of 
absence of demand, however, is not a satisfactory reason unless 
the patentee has taken steps to create such demand.*? Lack of the 
necessary capital has been held to be a satisfactory reason for not 
working the patent, if the patentee has done all he reasonably could 
in attempting to get assistance. The courts have also held that fear 
of an infringement suit, after a refusal to license under a basic patent 
is a satisfactory reason for not practicing the invention.*® 

Another abuse of the patent monopoly which may support an ap- 
plication for a compulsory license exists where the demand for the 
patented article in Great Britain is not being met adequately on 
reasonable terms. Thus, there has been an abuse of the monopoly if 
the patentee has resorted to a resale price maintenance scheme which 
results in the price being higher here than abroad, and in addition 
being so high as to be a serious burden on the consumer.**® If, by 
reason of the refusal of the patentee to grant a license upon reasonable 
terms, the trade or industry of Great Britain is prejudiced and it is 
in the public interest that licenses be granted, there has also been an 
abuse of the monopoly. Before a person may proceed, however, 
under this section there must have been a complete refusal to grant 
a license, or an offer to license only on terms which are unreason- 
able.*° What terms are reasonable is a question of fact in every 
case.“ The patent statute states further that the monopoly has been 
abused where conditions which prejudice certain persons, trades or 
industry in Great Britain are attached by the patentee to the pur- 
chase, hire, license or use of the patented article or process. It has 
been held that a limited license prohibiting the sale of a patented 
article to a specified class of retailers was not an abuse under this 
section of the act, since the retailers were not unfairly prejudiced.® 
The last abuse of the monopoly specified by the British statute is 
designed to deal with cases where the patentee is the owner of a 
process patent, and does not grant licenses under the patent, nor 
sue infringers as long as they buy unpatented supplies to be used 
in connection with the process, from him. 


56 Hatschek’s Patent, 26 R. P. C. 228 (1909). 

57 Boult’s Patent, 26 R. P. C. 383 (1909). 

58 Taylor’s Patent, 29 R. P. C. 296 (1912). 

59 In re Robin Electric Lamp Co. Ld., 32 R. P. C. 202 (1915). 

60 Loewe Radio Co. Ld. v. Marconi Wireless Telegraph Co. Ld., 46 R. P. C. 
479 (489) (1929). 

61 Brownie Wireless Co. Ld. v. Marconi Wireless Telegraph Co. Ld. 46 
R. P. C. 457 (473) (1929). 

62 The Codperative Union Ld. v. Columbia Graphophone Co. Ld., 50 R. P. C. 
161 (164) (1933). 

63 It is interesting to note that the use of a patent constituting an abuse 
under this provision of the Statute is identical with the use which the plaintiff 
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If the comptroller feels that there has been an abuse of the mo- 
nopoly rights granted by the patent, section 27 (3) of the statute 
provides four different courses which he may follow. First, the 
comptroller may order the patent to be indorsed with the words 
“licenses of right” thus giving anyone who desires a license a right 
to get it at the royalty set by the comptroller. However, under this 
section, licenses merely for the sale of the patented article will not be 
granted, since the working provisions of the patent laws are con- 
cerned only where questions relating to manufacturing, or practicing 
the invention if it be a process, are involved. Nor will a license for 
the purpose of importation be granted.** Secondly, the comptroller 
may grant a license to an applicant on such terms as he thinks are 
reasonable. This gives the licensee the right to sue for infringement 
of the patent in his own name, by joining the patentee and in- 
fringer as defendants, if the patentee refuses or neglects to bring 
the action. Thirdly, the comptroller may grant an exclusive license 
if he feels that the patent cannot be worked on a sufficient scale 
without a great deal of capital for the raising of which it will be 
necessary to rely on an exclusive right. As a fourth remedy the 
comptroller may cause the patent to be revoked if he feels that the 
situation cannot be adequately remedied by granting a license. 

In order to obtain a compulsory license the petitioner makes 
an application for the license setting forth the facts and the relief 
asked for. If the comptroller is not satisfied that a bona fide interest 
exists, and a prima facie case for relief is made out, the application 
is dismissed at this stage.** The petitioner for the compulsory license 
has the right to appeal to the courts from the decision of the comp- 
troller. 

Although the British Patent Act provides for revocation of a 
patent in an extreme case where the abuse cannot be remedied by 
the grant of a license, it is difficult to conceive of any abuse which 
could not be met by the grant of a license and, as a matter of fact, 
no patent appears to have been revoked under this section of the 
present law. Usually the result of an application for a compulsory 


asked the court tq sanction in the recent U. S. Supreme Court case of Leitch 
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64 See Appendix, Section 27 (3) (4) (5) (6). 
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383 (1909); Kortenbach’s Patent, 26 R. P. C. 163 (190); Weber’s Patent, 
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license is to bring the parties together in an agreement which they 
work out for themselves. Compulsory licenses, if and when granted 
are not punitive, but are based on terms equitable to both parties. 
Although this section of the Act was introduced in 1919, since that 
date only about one compulsory license has been granted.®° 


THE CANADIAN CoMPULSORY LICENSE LAW 


The present Canadian Patent laws became effective in August, 
1935.7° The section of this act dealing with compulsory licenses is 
practically identical with the corresponding provisions of the British 
Patent Law." The only reason that any discussion of the Canadian 
system is included in this article is because it is felt to be the nearest 
approach to the American patent system that exists anywhere in the 
world. Prior to 1935, when the present law was enacted, a license 
to make, use or sell any patented article or process might be granted 
by the Commissioner of Patents, adversely to the patentee, when the 
latter failed to satisfy the reasonable requirements of the public and 
did not for the purpose of satisfying such requirements, adequately 
manufacture the article or carry on the process in Canada.7* The 
patent could also be revoked under this former statute if the Canadian 
demand for the invention was supplied exclusively from abroad. In 
both of these cases the action of the Commissioner was subject to 
appeal to the Exchequer Court. 

No cases relating to compulsory licenses or revocation have been 
reported under the new act of 1935 and no cases are reported where 
revocation of the patent was asked under the former statute. A 
search of the Canadian patent cases reveals that only two Canadian 
court cases relating to compulsory licenses have been reported to 
date.** In the case of International Cone Co. v. Consolidated Wafer 
Co."* the patent, which had five years to run, was for a machine for 
making cases for ice-cream cones. It appeared that the patentee was 
prepared to sell the machines for $25,000 each, their costs being about 
$5,500, and he was also prepared, if the licensee himself built a ma- 
chine, to license its use either for about $800 a year, or at the rate 
of 40¢ for every thousand cones produced. The judge of the 
Exchequer Court thought these terms unreasonable and considered 
that about 25% of the cost of the machine would be a reasonable 
amount to charge a licensee for the use by him of a machine which 


69 MICHEL, op. cit. supra note 46, at Great Britain Sec. 240. 
70 The Patent Act, 1935, 25 & 26 Geo. V, c. 32 s. 65-70. 
71 See Appendix. 

72 BiccaR, CANADIAN Patent LAw AND Practice (1927) 70-71; 77-80. 

73 International Cone Co. v. Consolidated Tb Co., (1927) 1 D. L. R. 
402; Mitchel Co. v. Atlas Systems Inc., (1929) 1. D. L. R. 538. 

74 Supreme Court of Canada, (1927) 1D. L. R. 402. 
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he built. He accordingly fixed a royalty of $275 a year for each of 
the five remaining years of the life of the patent, subject, however to 
its not being held void in the meantime.** On appeal, the Supreme 
Court of Canada refused on the merits to disturb the order made 
below.”® In Mitchel Co. v. Atlas Systems Inc.," the court held that 
where a patented article was manufactured exclusively outside of 
Canada to supply the Canadian market, and when by reason of such 
non-manufacture in Canada and the imposition of a duty, the price 
within Canada of the patented article is unreasonably large, the 
patentee will be ordered to grant a license for the manufacture in 
Canada on pain of forfeiture of his patent. 

As in England, applications for compulsory licenses in Canada 
have never been numerous. A memorandum prepared by the Ca- 
nadian Institute of Patent Solicitors and which was recently con- 
firmed by the Canadian Secretary of State reveals that in the five- 
year period ending March 31, 1934, only eleven petitions for com- 
pulsory license were presented in Canada.”® 


THE QUESTION OF CoMPULSORY LICENSING IN THE UNITED STATES 


There have been repeated suggestions that some system of com- 
pulsory licensing be introduced in the United States, and the re- 


mainder of this article will be devoted to a discussion of the essential 
considerations underlying the inauguration of such a system. The 
constitutionality of any compulsory license provision is open to seri- 
ous question, since it would seem to deny the exclusive right contem- 
plated by the Constitution.” With the constitutionality of such a 
provision, however, this article is not concerned. 

In considering any compulsory license legislation the beneficial 
effect on existing evils of the patent system and the possible detri- 
mental effect of such legislation should be carefully weighed. Under 
the system as it now exists, it is considered a right of the inventor to 
get an almost unlimited monopoly for a period of seventeen years in 
return for his invention and its disclosure to the public. It cannot 
be doubted that this monopoly, complete as it is, has played an im- 
portant part in the scientific and industrial development of this 
country. Any compulsory licensing system would lessen the mo- 
nopoly granted the inventor and, as will be pointed out later, perhaps 
be accompanied by detrimental effects on the operation of the system. 


75 Exchequer Ct. of Canada, (1926) 2 D. L. R. 1015. 
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On the other hand, the unrestricted monopoly granted by the present 
system has been subject to certain abuses which could be diminished 
if not entirely removed by carefully drawn legislation. 

One of the most talked of evils now existing under the system, is 
that of suppression of patented inventions. The extent of this evil 
is not readily to be ascertained, since the total number of unworked 
patents is not a true measure of it. There are many patents, per- 
haps the great majority, which cover devices that never could become 
commercially successful. There are others which have become out- 
moded by more recent developments. There are some which could 
be worked, but which are suppressed, either because the owner 
through a selfish interest would rather forgo any possible royalties 
than to license competitors, or because the owner through ignorance, 
indifference or financial inability fails to put his invention into prac- 
tice. It is this last type of suppression that is objectionable and to- 
ward which compulsory licensing would be directed. Other evils, 
such as the abuses of monopoly described in Section 27 of the British 
patent law,®° could be made the grounds for granting a compulsory 
license. 

One of the strongest arguments, and one that is always advanced, 
in favor of compulsory licensing is that it will prevent wrongful sup- 
pression of patented inventions. It might be contended however that 
such purpose of the compulsory license statute could be defeated. 
For example, a colorable compliance with the law could be shown 
without too much difficulty, in the case of patents of a large corpora- 
tion, by licensing individuals or small subsidiaries to utilize them to 
an adequate extent. Furthermore, the announcement of the willing- 
ness to license others, known as “working by advertisement,” might 
meet the technical requirement of the law, as it does in some countries. 
If the statute, however, is carefully drawn to make it impossible for 
the patent owner to satisfy the statutory requirements without work- 
ing the patent to an extent which is beneficial to the public, the de- 
sired effect of preventing suppression might be obtained. 

A second important argument in favor of compulsory licensing 
legislation in the United States is that it would make possible the 
utilization of many improvements prior to the expiration of control- 
ling and basic patents. This of course might work both ways and 
allow the owner of the basic patent to utilize the improvement patents 
prior to their expiration. In some instances this would facilitate 
perfecting a development in a particular line. It is not felt, however, 
that every inventor securing an improvement patent should be entitled 
to force the owner of the related basic patent to grant him a license. 
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If this were true the exclusive monopoly under a basic patent would 
last only until someone could find an improvement for use with it. 
This would indeed reduce the protection heretofore afforded a pat- 
entee and would strike at the very roots of the patent system. If a 
provision is included which would support the second argument ad- 
vanced in favor of compulsory licensing legislation in the United 
States, it should be so drawn as to limit its application to those cases 
where the social need for the improvement is sufficiently great to 
overbalance the personal loss to the owner of the basic patent. 

Such legislation would also tend to stimulate industry and decrease 
unemployment. This might result from the working in the United 
States of foreign owned patents which are now used solely for the 
purpose of keeping this country as an exclusive market for foreign 
made products of the type covered by the unworked patents. It is 
also argued that new industries would be developed along the lines 
of the heretofore suppressed patents, thus improving the general 
economic situation. As far as the writers are aware these arguments 
are mere speculations unsupported by tangible proof of the extent 
to which industry might be benefited. Under the present system if 
a patent is found valid and infringed the court has no alternative 
but to grant injunctive relief. It is well recognized that an injunc- 
tion is one of the strongest weapons of the court and one which it 
hesitates to use when the result would be opposed to the public in- 
terest. Because of this the courts have sometimes been forced to a 
finding of non-infringement or invalidity, where a different result 
might reasonably have been reached if it would not have compelled 
an injunction. A compulsory license law could leave the court free 
to order a license at a reasonable royalty. 

There has been marked opposition to any change in the patent 
system, and particularly to any compulsory licensing proposals.*! In 
no other important country has the public shown such objection to 
the incorporation of similar proposals into the patent laws. This 
difference in attitude may be explained by considering the fact that 
no compulsory working requirements have existed in the U. S. laws 
for over 100 years, while in most of the foreign countries the com- 
pulsory license provision was substituted for or added to the more 
drastic penalty of revocation of the patent for non-working. This 
opposition may be due in part to the success of the American patent 
system as reflected by the unusual industrial development of this 
country under the laws which have existed in substantially the same 
form for over a century, and which granted the inventor an unre- 


81 Hearings before Committee on Patents on H. R. 23,417, 62nd Cong., 2nd 
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stricted monopoly for the life of his patent. The patent system at 
its inception contemplated giving an individual inventor a monopoly 
for 17 years as a reward and stimulant for invention, and to enable 
funds to be obtained for commercialization. This situation, however, 
no longer obtains. At the present time the number of truly pioneer 
inventions are few indeed. The great majority of inventions today 
are developed in response to a public need and appear at widely sepa- 
rated points almost simultaneously. It is not now solely a question 
of a single inventor having a monopoly for 17 years but more often 
than not it is a question of a large company controlling an industry 
for a comparatively long time by acquiring a succession of improve- 
ment patents. In view of these changed conditions it may be that 
the old justification for the continuation of a system of unrestricted 
monopoly no longer obtains. 

A fully valid reason for the continuation of the system of granting 
an exclusive monopoly for a limited time still exists, and usually is 
one of the first arguments advanced in opposition to any compulsory 
licensing legislation. New inventions require considerable time and 
capital for their development and rarely become a commercial success 
or even repay the cost of development. Any compulsory license law, 
which would allow third parties to sit by and watch the inventor and 
his financial backers bring the invention through the hazardous de- 
velopment stage and then be able to compel the grant of a license if 
it prove successful, would certainly leave a small reward for those 
who risk their time and money on such a speculative embarkment. 
In order to make it possible for an inventor to obtain the financial 
support required to perfect his invention it is necessary to guarantee 
an unrestricted monopoly for a limited time in the event that the 
venture is a commercial success. While it is true that many inven- 
tions costing comparatively little to develop would probably be per- 
fected and placed on the market without any protection at all, it 
seems equally reasonable to say that the capital required to develop 
more complicated inventions would be hard to find except where 
ultimate success was fairly certain. It might be added that the in- 
vention which ulitmately proves to be a great advance when fully 
developed, appears insignificant at its inception. The extensive re- 
search programs now supported by the large industrial concerns have 
contributed greatly to the scientific and industrial advancement of this 
country. Undoubtedly these activities would be curtailed if the 
patent protection afforded the developments made, were reduced. 

The difficulties of administration of any compulsory license law 
give rise to another important objection. Whether the granting of 
compulsory licenses is entrusted to the Commissioner of patents or 
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to the courts, innumerable problems will arise. If the Commissioner 
were to pass upon all applications for compulsory licenses, it seems 
likely that all hearings would be held in Washington thus entailing a 
large expense to parties involved. Furthermore, the added duties 
would be a great burden on the Commissioner. The constitutional 
aspect of such legislation would be particularly important if these 
duties of a judicial nature were delegated to an administrative officer 
or tribunal. If on the other hand the courts had jurisdiction, the 
burden as evidenced by the already crowded dockets, would be in- 
creased. Furthermore the inherent delay incident to such proceedings 
as well as the expense involved would often make it impractical for 
an interested party to seek a license. In other cases a patent owner 
with limited means would be likely to grant a license on unfavorable 
terms rather than submit to the expense of such litigation. It is 
obvious that large aggregations of capital would be at a great advan- 
tage in such a situation and thus one of the avowed purposes of a 
compulsory licensing law would be defeated. Even if the above dif- 
ficulties were overcome, there would still be the problem of evaluating 
the patent for the purpose of fixing a royalty. This is indeed a 
difficult problem for there is no statistical basis for evaluating patents 
or any aspect of patents. Under the present patent law similar rights 
and privileges are granted under all patents regardless of how impor- 
tant or how insignificant the invention may be.8? There is now no 
classification of patents according to their significance, and indeed 
this seems to be a practical impossibility. It would remain then for 
the court in each instance to place the patent in its proper place in 
the art, consider the cost of development, the chances of success that 
the patent owner had when he started, and many other things in 
order to approach a finding of a reasonable royalty. 

As a further reason for opposing compulsory licensing legislation 
it has been urged that the decreased protection afforded would force 
this country into an era of trade secrets. In some cases this method 
would save the invention to the inventor, but in view of the numerous 
cases where the same invention has been made independently within 
a short time it seems that the certainty of limited protection by pat- 
enting would induce the inventor to disclose his invention rather than 
gamble on losing all if he failed to maintain his secret. 

From the foregoing, it is seen that compulsory licensing of patents 
might prove beneficial in some respects, particularly in regard to un- 
worked patents. The difficulties in administering such legislation, 
however, would probably render the results somewhat disappointing 
to its supporters. The writers believe that in any event a compulsory 
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licensing provision should not be a sweeping piece of legislation, but 
should be drawn with a view to correcting specified evils, notably 
suppression. In this way the benefits might be substantial while the 
detrimental effect of the legislation could be reduced to a minimum. 
It is felt that unfair trade agreements involving patents could be ade- 
quately handled under the Anti-trust laws, augmented by new provi- 


sions if necessary, without making such agreements a condition for 
the grant of a compulsory license. 

The somewhat stubborn resistance to change in the patent system 
that has been manifest in the past should not continue. If the indus- 
trial and economic conditions are now such that the social interest 
would be best served by a slight impairment of the patent monopoly 
granted an inventor the change should be made with the co-operation 
of those best qualified to frame the legislation. An uncompromising 
attitude on the part of the proponents of the present system may 
result in somewhat more drastic and perhaps ill-advised legislation 
which may rob the public of the benefits of the present system with- 
out removing existing evils to a commensurate extent. 


WALTHER E. Wyss 
RicHARD R. BRAINARD. 


APPENDIX 


BritisH PATENTS AND Desicns Act (As amended in 1932) 
Section 27: 


(1) Any person interested may at any time after the expiration of three 
years from the date of sealing a patent apply to the comptroller alleging in the 
case of that patent that there has been an abuse of the monopoly rights there- 
under and asking for relief under this section. 

(2) The monopoly rights under a patent shall be deemed to have been abused 
in any of the following circumstances : 

(a) If the patented invention (being one capable of being worked in the 
United Kingdom), is not being worked within the United Kingdom 
on a commercial scale, and no satisfactory reason can be given for 
such non-working : 

Provided that, if an application is presented to the comptroller on 
this ground, and the comptroller is of opinion that the time which 
has elapsed since the sealing of the patent has by reason of the na- 
ture of the invention or for any other cause been insufficient to 
enable the invention to be worked within the United Kingdom on a 
commercial scale, the comptroller may make an order adjourning 
the application for such period as will in his opinion be sufficient 
for that purpose, 

(b) If the working of the invention within the United Kingdom on a com- 
mercial scale is being prevented or hindered by the importation from 
abroad of the patented article by the patentee or persons claiming 
under him, or by persons directly or indirectly purchasing from him 
or by other persons against whom the patentee is not taking or has 
not taken any proceedings for infringement : 

(c) If the demand for the patented article in the United Kingdom is not 
being met to an adequate extent and on reasonable terms: 

(d) If, by reason of the refusal of the patentee to grant a license or li- 
censes upon reasonable terms, the trade or industry of the United 
Kingdom or the trade of any person or class of persons trading in 
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the United Kingdom, or the establishment of any new trade or in- 
dustry in the United Kingdom, is prejudiced, and it is in the public 
interest that a license or licenses should be granted: 

(e) If any trade or industry in the United Kingdom, or any person or 
class of persons engaged therein, is unfairly prejudiced by the con- 
ditions attached by the patentee, whether before or after the passing 
of this Act, to the purchase, hire, license, or use of the patented 
article, or to the using or working of the patented process : 

(f) If it is shown that the existence of the patent, being a patent for an 
invention relating to a process involving the use of materials not 
protected by the patent or for an invention relating to a substance 
produced by such a process, has been utilized by the patentee so as 
unfairly to prejudice in the United Kingdom the manufacture, use 
or sale of any such materials: 

Provided that, for the purpose of determining whether there has been any 
abuse of the monopoly rights under a patent, it shall be taken that patents for 
new inventions are granted not only to encourage invention but to secure that 
new inventions shall so far as possible be worked on a commercial scale in the 
United Kingdom without undue delay. 


(3) On being satisfied that a case of abuse of the monopoly rights under a 
patent has been established, the comptroller may exercise any of the following 
powers as he may deem expedient in the circumstances : 


(a) He may order the patent to be indorsed with the words “licenses of 
right” and thereupon the same rules shall apply as are provided in 
this Act in respect of patents so indorsed, and an exercise by the 
comptroller of this power shall entitle every existing licensee to 
apply to the comptroller for an order entitling him to surrender his 
license in exchange for a license to be settled by the comptroller in 
like manner as if the patent had been so indorsed at the request of 
the patentee, and the comptroller may make such order; and an 
order that a patent be so indorsed may be made notwithstanding 
that there may be an agreement subsisting which would have pre- 
cluded the indorsement of the patent at the request of the patentee: 

(b) He may order the grant to the applicant of a license on such terms as 
‘the comptroller may think expedient, including a term precluding 
the licensee from importing into the United Kingdom any goods 
the importation of which, if made by persons other than the patentee 
or persons claiming under him, would be an infringement of the 
patent, and in such case the patentee and all licensees for the time 
being shall be deemed to have mutually covenanted against such 
importation. A licensee under this paragraph shall be entitled to 
call upon the patentee to take proceedings to prevent infringement 
of the patent, and if the patentee refuses, or neglects to do so 
within two months after being so called upon, the licensee may 
institute proceedings for infringement in his own name as though 
he were the patentee, making the patentee a defendant. A patentee 
so added as defendant shall not be liable for any costs unless he 
enters an appearance and takes part in the proceedings. Service on 
him may be effected by leaving the writ at his address for service 
given on the register: 

In settling the terms of a license under this paragraph the comp- 
troller shall be guided as far as may be by the same considerations 
as are specified in section twenty-four of this Act for his guidance 
in settling licenses under that section: 

(c) If the comptroller is satisfied that the invention is not being worked on 
a commercial scale within the United Kingdom, and is such that it 
cannot be so worked without the expenditure of capital for the 
raising of which it will be necessary to rely on the patent monopoly, 
he may, unless the patentee or those claiming under him will under- 
take to find such capital, order the grant to the applicant, or any 
other person, or to the applicant and any other person or persons 
jointly, if able and willing to provide such capital, of an exclusive 
license on such terms as the comptroller may think just, but subject 
as hereinafter provided : 
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(d) If the comptroller is satisfied that the monopoly rights have been 
abused in the circumstances specified in paragraph (f) of the last 
foregoing subsection, he may order the grant of licenses to the ap- 
plicant and to such of his customers and containing such terms as 
the comptroller may think expedient. 

(e) If the comptroller is satisfied that the objects of this section cannot be 
attained by the exercise of any of the foregoing powers, he may 
order the patent to be revoked, either forthwith or after such rea- 
sonable interval as may be specified in the order, unless in the mean- 
time such conditions as may be prescribed in the order with a view 
to attaining the objects of this section are fulfilled, and the comp- 
troller may, on reasonable cause shown in any case, by subsequent 
order extend the interval so specified : 

Provided that the comptroller shall make no order for revocation 
which is at variance with any treaty, convention, arrangement, or 
engagement with any foreign country or part of His Majesty’s 
dominions outside the United Kingdom: 

(f) If the comptroller is of opinion that the objects of this section will be 
best attained by making no order under the above provisions of this 
section, he may make an order refusing the application and dispose 
of any question as to costs thereon as he thinks just. 


(4) In settling the terms of any such exclusive license as is provided in para- 
graph (c) of the last preceding subsection, due regard shall be had to the risks 
undertaken by the licensee in providing the capital and working the invention, 
but, subject thereto, the license shall be so framed as— 

(a) to secure to the patentee the maximum royalty compatible with the 
licensee working the invention within the United Kingdom on a 
commercial scale and at a reasonable profit; 

(b) to guarantee to the patentee a minimum yearly sum by way of royalty, 
if and so far as it is reasonable so to do, having regard to the capital 
requisite for the proper working of the invention and all the cir- 
cumstances of the case; 

and, in addition to any other powers expressed in the license or order, the license 
and the order granting the license shall be made revocable at the discretion of 
the comptroller if the licensee fails to expend the amount specified in the license 
as being the amount which he is able and willing to provide for the purpose of 
working the invention on a commercial scale within the United Kingdom, or if 
he fails so to work the invention within the time specified in the order. 


(5) In deciding to whom such an exclusive license is to be granted the comp- 
troller shall, unless good reason is shown to the contrary, prefer an existing 
licensee to a person having no registered interest in the patent. 


(6) The order granting an exclusive license under this section shall operate 
to take away from the patentee any right which he may have as patentee to 
work or use the invention and to revoke all existing licenses, unless otherwise 
provided in the order, but on granting an exclusive license the comptroller may, 
if he thinks it fair and equitable, make it a condition that the licensee shall give 
proper compensation to be fixed by the comptroller for any money or labor 
expended by the patentee or any existing licensee in developing or exploiting 
the invention. 


(7) Every application presented to the comptroller under this section must 
set out fully the nature of the applicant’s interest and the facts upon which 
the applicant bases his case and the relief which he seeks. The application 
must be accompanied by statutory declarations verifying the applicant’s in- 
terest and the facts set out in the application. 

(8) The comptroller shall consider the matters alleged in the application 
and declarations, and, if satisfied that the applicant has a bona fide interest 
and that a prima facie case for relief has been made out, he shall direct the 
applicant to serve copies of the application and declarations upon the patentee 
and upon any other persons appearing from the register to be interested in 
the patent and shall advertise the application in the Official Journal (Patents). 


(9) If the patentee or any person is desirous of opposing the granting of 
any relief under this section, he shall, within such time as may be prescribed 
or within such extended time as the comptroller may on application further 
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allow, deliver to the comptroller a counter statement verified by a statutory 
declaration fully setting out the grounds on which the application is to be 
opposed. 

(10) The comptroller shall consider the counter statement and declarations 
in support thereof and may thereupon dismiss the application if satisfied that 
the allegations in the application have been adequately answered, unless any 
of the parties demands a hearing or unless the comptroller himself appoints 
a hearing. In any case the comptroller may require the attendance before him 
of any of the declarants to be cross-examined or further examined upon mat- 
ters relevant to the issues raised in the application and counter statement, and 
and he may, subject to due precautions against disclosure of information to 
rivals in trade, require the production before him of books and documents 
relating to the matter in issue. 


(11) All orders of the comptroller under this section shall be subject to 
appeal to the court, and on any such appeal the Attorney-General or such 
other counsel as he may appoint shall be entitled to appear and be heard. 

(12) In any case where the comptroller does not dismiss an application as 
hereinbefore provided, and 

(a) if the parties interested consent; or 
(b) if the proceedings require any prolonged examination of documents 
or any scientific or local investigation which cannot in the opinion 
of the comptroller conveniently be made before him; 
the comptroller may at any time order the whole proceedings or any question 
or issue of fact arising thereunder to be referred to an arbitrator agreed on 
by the parties, or in default of agreement appointed by the comptroller, and, 
where the whole proceedings are so referred, the award of such arbitrator 
shall, if all the parties consent, be final, but otherwise shall be subject to the 
same appeal as the decision of the comptroller under this section, and, where 
a question or issue of fact is so referred, the arbitrator shall report his find- 
ings to the comptroller. 

(13) For the purposes of this section, the expression “patented article” in- 

cludes articles made by a patented process. 


REVIEW OF DECISIONS OF THE PATENT OFFICE BY A SUIT IN 
Eguity Unper R. S. 4915 


It is the purpose of this editorial to discuss the question of judicial 
review of decisions of the Commissioner of Patents refusing a patent 
to an applicant. In general, there are two types of judicial review 











available. One is the proceeding provided by R. S. 4911;° the other 





1Sec. 4911. “If any applicant is dissatisfied with the decision of the Board 
of Appeals, he may appeal to the United States Court of Customs and Patent 
Appeals, in which case he waives his right to proceed under section 4915 of 
the Revised Statutes. (U. S. C., title 35, sec. 63) If any party to an inter- 
ference is dissatisfied with the decision of the Board of Appeals, he may 
appeal to the United States Court of Customs and Patent Appeals, provided 
that such appeal shall be dismissed if any adverse party to such interference 
shall within twenty days after the appellant shall have filed notice of appeal 
according to section 4912 of the Revised Statutes (U. S. C., title 35, sec. 60), 
file notice with the Commissioner of Patents that he elects to have all 
further proceedings conducted as provided in section 4915 of the 
Revised Statutes. Thereupon the appellant shall have thirty days 
thereafter within which to file a bill in equity under said section 4915, in 
default of which the decisions appealed from shall govern the further pro- 
ceedings in the case. If the appellant shall file such bill within said thirty 
days and shall file due proof thereof with the Commissioner of Patents, 
the issue of a patent to the party awarded priority by said Board of Appeals 
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is the proceeding provided by R. S. 4915." It will not be attempted 
to discuss all phases of both types of judicial review. Instead this 
note will be confined to a discussion of certain aspects of an R. S. 
4915 proceeding. A further limitation of this editorial is that it will 
deal primarily with inter partes practice. 

Since the Patent Act of 1839, Congress has permitted an applicant 
who has been refused a patent by the departmental tribunals of the 
Patent Office to have his asserted property right determined by a 
court of equity.* This right to proceed in equity has been jealously 
guarded by the courts,‘ and attempts to eliminate it have been re- 
sisted. In 1926 several bills* were presented to Congress designed 


shall be withheld pending the final determination of said proceeding under 
said section 4915.” 44 Stat. 1336 (1927), as amended by 45 Srar. 1476, 
(1929), 35 U. S. C. § 59a (1934). 


2Sec. 4915. “Whenever a patent on application is refused by the Com- 
sioner of Patents, the applicant, unless appeal has been taken from the 
decision of the Board of Appeals to the United States Court of Customs and 
Patent Appeals, and such appeal is pending or has been decided, in which 
case no action may be brought under this section, may have remedy by bill in 
equity, if filed within six months after such refusal; and the court having 
cognizance thereof, on notice to adverse parties and other due proceedings 
had, may adjudge that such applicant is entitled, according to law, to receive 
a patent for his invention, as specified in his claim or for any party thereof, 
as the facts in the case may appear. And such adjudication, if it be in favor 
of the right of the applicant, shall authorize the commissioner to issue 
such patent on the applicant filing in the Patent Office a copy of the adjudica- 
tion and otherwise complying with the requirements of law. In all cases 
where there is no opposing party a copy of the bill shall be served on the 
commissioner; and all the expenses of the proceedings shall be paid by the 
applicant, whether the final decision is in his favor or not. In all suits brought 
hereunder where there are adverse parties the record in the Patent Office 
shall be admitted in whole or in part, on motion of either party, subject to 
such terms and conditions as to costs, expenses, and the further cross-exam- 
ination of the witnesses as the court may impose, without prejudice, however, 
to the right of the parties to take further testimony. The testimony and 
exhibits, or parts thereof, of the record in the Patent Office when admitted 
shall have the same force and effect as if originally taken and produced 
in the suit.” 44 Stat. 1336, (1927), as amended by 45 Start. 1476, (1929), 
35 U. S. C. §63 (1934). 

3 For an interesting discussion of the historical development of equity suits, 
see Lutz, Court Review of Patent Decisions (1933) 2 Geo. Wasun. L. Rev. 
174. 

4Wettlaufer v. Robins, infra note 50. 


5“There was a faction, or a group, at least, who were in favor of doing 
away with section 4915, the bill in equity, altogether. It was thought inad- 
visable to do so, because the court, in hearing cases, will see the witnesses. 
The testimony in the Patent Office hearings is all taken by deposition, and 
you cannot take the bearing of a man in a deposition, and frequently there 
are clashes in the testimony and lapses of memory, if not actual perjury. 
So it seems quite necessary to have the men who are to testify put on the 
stand in court, in order to get those fhings from the witnesses which we all 
know are quite important.” Statement of Edward S. Rogers of Chicago, 
Hearings before Senate Committee on Patents on S. 4812, Dec. 21, 1926, 
69th Cong., 2nd Sess. (1926) 15. 

6H. R. 7563, 69th Cong., 2nd Sess. (1926). 

H. R. 13,487, 69th Cong., 2nd Sess. (1926). 

S. 4812, 69th Cong., 2nd Sess. (1926). 
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to make important changes in the statutes relating to judicial review, 
and particularly R. S. 4915. Prior to these amendments many evils 
existed which tended to delay or prolong the pendency of an applica- 
tion in the United States Patent Office. One of the chief evils was 
the multiplicity of “appeals” which a party could take both within 
and outside of the Patent Office. This was augmented by the fact 
that the then existing R. S. 4915 proceeding was in addition to the 
R. S. 4911 proceeding, for one of the essential allegations of the 
bill of complaint in the equity proceeding was that the administrative 
appeals, including the appeal provided by R. S. 4911, had been ex- 
hausted.® 


The 1927 Amendments were drafted to eliminate this evil and 
to reduce the number of “‘appeals” to two or three, depending upon 
which procedure applicant selected. The amendments expressly 
provided that if an appeal to the Court of Appeals of the District of 
Columbia were taken, and such appeal were pending, the remedy 
by a bill in equity was not available to the party. While such seems 
to be the express purpose of this phase of the 1927 Amendments, it 
will be shown that this purpose has not been accomplished in all cases. 
Certain problems still exist which, so far as can be ascertained, were 
not contemplated or provided for by the draftsmen of the statute. 


™The multiplicity of appeals was explained by the then Commissioner 
Robertson to the Senate Committee as follows: “If an applicant’s case is 
rejected by the examiner he can appeal, or if two applicants file applica- 
tions for the same invention an interference is declared, and after the 
decision of the examiner of interferences the losing party may appeal to 
what we call the board of appeals within the Patent Office. That is one 
appeal . . . Now, from that, if the applicant is dissatisfied with their 
decision, he can take his second appeal to the Commissioner of Patents. 
If he is dissatisfied then, he again takes his third appeal to the Court of 
Appeals of the District of Columbia. But if the decision is adverse to him 
there, that is not the end, since he can bring a suit in equity under section 
4915 of the Revised Statutes, where he can start de novo and litigate the 
matter through the (Federal) courts to the Court of Appeals . . . making, 
in effect, five appeals . . . ” Hearings on S. 4812, supra note 5 at P. 7. 

For a diagrammatic representation of these appeals, see id. at 31. 

8 Smith v. Muller, 75 Fed. 612 (C. C. Del. 1896); McKnight v. Metal 
Volatization etc., 128 Fed. 51 (C. C. E. D. Pa. 1904); Kirk v. Commissioner, 
370 G. 451, 1886 C. D. 440 (Sup. Ct. D. C. 1886) (Ex Parte Case) 


®“First, we have only one appeal within the Patent Office itself .. . after 
that one appeal, if the losing party desires to appeal further, he may take 
one of two courses . . . He may either take an appeal to the Court of 
Appeals in the District of Columbia (now Court of Customs and Patent 
Appeals) or he may bring a suit in equity under section 4915, but he cannot 
do both. So we have the single simplified appeal in the Patent Office, and 
the losing party will have only the one appeal from the Patent Office if he 
goes to the Court of Appeals. If, however, he prefers to go to the Supreme 
Court of the District of Columbia or the United States District Court in 
Baltimore, under section 4915, he will have in effect two appeals. So we 
have actually cut these appeals down to two or three, as the case may be.” 
—— by Commissioner Robertson, Hearings on S. 4812, supra note 5, 
at 
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A second change wrought by the Amendments of 1927 was to 
provide that the record of proceedings in the Patent Office in con- 
tested cases was to be received as primary evidence in the equity 
proceeding.’° Prior to the amendments such records were only con- 
sidered secondary evidence, and, unless stipulated by counsel, could 
only be received by laying a proper foundation.** A motion ad- 
dressed to the court asking that such record be received in evidence 
was unavailing if contested..* The 1927 Amendments made a wel- 
come change in this practice, but since the change the question has 
arisen as to its effect on R. S. 4915 practice, particularly with regard 
to burden of proof. This problem will be developed at another point 
in this note. 


Before discussing the special problems which have arisen since 
the 1927 Amendments, it might be well to consider some of the gen- 
eral aspects of an R. S. 4915 suit. Such a suit is in no sense an 
appeal ** but it is a trial de novo, with all the customary power of 
an equity court to hear evidence fully and to make independent find- 
ings.** New evidence may be received and the decision of the court 
is rendered on all the evidence old and new.’® In some cases the 
proceeding has been likened to a suit to set aside a judgment.’® In 


10“But for the first time we have provided that in this contested proceeding 
in a new suit you may use the testimony taken in the Patent Office. Under 
the present law it is all lost, and you have to start a new record.” Statement 
of Otto R. Barnett, Hearings on S. 4812, supra note 5, at P. 13. 

11 Sutton v. Wentworth, 247 Fed. 493 (C. C. A. Ist, 1917). 

12 Dover v. Greenwood, 154 Fed. 854 (C. C. R. IL, 1907). 

13“It is thereby provided that the applicant may have a remedy by a Bill 
in Equity. This means a proceeding in a court of the United States having 
original jurisdiction under the patent laws, according to the ordinary course 
of equity practice and procedure. It is not_a technical appeal from the Patent 
Office, like that authorized in 4911, confined to the case as made in the 
record of that office, but is prepared and heard upon all competent evidence 
adduced and upon the whole merits. Such has been the uniform and correct 
practice in the Circuit Court.” Butterworth v. Hoe, 112 U. S. 50, 61, 5 Sup. 
Ct. 25, 28 L. ed. 656 (1884); Gandy v. Marble, 122 U. S. 432, 7 Sup. Ct. 
1290, 30 L. ed. 1223, (1887); General Electric v. Steinberger, 214 Fed. 
781, (C. C. A. 7th, 1915); Gold v. Gold, 237 Fed. 84 (C. C. A. 7th, 1916); 
Appert v. Brownsville etc., 144 Fed. 115 (C. C. W. D. Pa., 1904). 

14 Hammond v. Robertson, 50 F. (2d) 608 (Md. 1931); Coleman v. Hath- 
away, 285 Fed. 602 (Mass. 1922); Muther v. United Shoe Machinery Corp., 
7 F. (2d) 954 (N. J. 1925); Kaplan v. Robertson, 50 F. (2d) 617 (Md. 
1931); Harper v. Zimmerman, 41 F. (2d) 261 (Del. 1930); Perkins v. 
Lawrence Sperry Aircraft Co., 57 F. (2d) 719 (E. D. N. Y., 1932); 
McKesson & Robbins vy. Charles H. Phillips Chemical Co., 41 F. (2d) 784 
(Conn. 1930); Sutton v. Wentworth, supra note 11 

15 Butler v. Shaw, 21 Fed. 321 (C. C. Mass. 1884). 

Harper v. Zimmerman, supra note 14. 

a The District Court, in this statutory proceeding to review the 
decree rendered in a contested case by a court acting as the final expert 
administrative government department, exercises a jurisdiction somewhat 
analogous to, though broader than, that exercised by a court of equity on a 
bill to set aside a judgment at law—broader, in that the evidence may go 
to the merits of the original controversy; but, though a re-examination of 
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other cases it has been held that the proceeding is in effect, though 
not in form, appellate.*7 While in a practical sense the decision of 
the court in the R. S. 4915 proceeding is a reversal of the rule first 
made by the Patent Office tribunal, in legal purpose and effect, it is 
otherwise.’* In the early cases it was contended that R. S. 4915 
was intended to give the court a purely and strictly appellate juris- 
diction in inter partes cases,’® and that the “appeal” suspended the 
original judgment. The courts in dealing with this contention pointed 
out that the proceeding constitutes an “independent, original jurisdic- 
tion which is given to the courts.” *° 


The effect of the decision of the court having appellate jurisdiction 
of questions arising in the Patent Office** has been repeatedly raised 
in R. S. 4915 proceedings. It was early held that this decision does 
not constitute res judicata®* primarily because it is not a “final” de- 
cision.** Furthermore, since the decision is not final, no review by 
the United States Supreme Court could be obtained either by a writ 
of error or a petition for certiorari.** The tribunal having appellate 
jurisdiction becomes, for the purposes of appeal, merely one of the 


the evidence is not precluded, the court must be thoroughly convinced that 
it furnishes no substantial support whatever for the decree before the con- 
clusions reached by the Court of Appeals of the District of Columbia will 
be overturned.” Gold v. Gold, supra note 13 at 86; Loughran v. Quaker etc., 
296 Fed. 822 (C. C. A. 3d, 1924); Morgan v. Daniels, infra note 58; Boyer 
v. Rice, 75 F. (2d) 238 (Ct. App. D. C. 1934). 


17“Tt is appellate in effect because under R. S. 4915 the decree of any Dis- 
trict Court, if it becomes final, may work a reversal of a decree of the court 
in the District of Columbia, which may have denied allowance of registration 
(of a Trade Mark).” Loughran v. Quaker etc., 286 Fed. 694, 695, (E. D. Pa. 
1922) ; Loughran v. Quaker etc., 281 Fed. 186 (E. D. Pa. 1922). 

18“Tt is clear that section 4915 strictly and technically gives original juris- 
diction to the court to adjudge, it is true, the same claim of right which was 
made in the other proceedings, and to reach a judgment which is different 
from, and in that sense a reversal of, the ruling made by the Patent Office; 
but the ruling thus first made remains and is not technically reversed.” 
Central R. R. v. Jackson, 254 Fed. 103 (E. D. Pa. 1918). 


19 This was prior to the provision for appeal in inter partes cases. See 
Lutz, supra note 3 at 185. 


20 Whipple v. Miner, 15 Fed. 117 (C. C. Mass. 1883). 

21 This is now the Court of Customs and Patent Appeals. Prior to the 
Amendments of 1929 it was the Court of Appeals for the District of Columbia. 

22 Bernardin v. Northall, 77 Fed. 849 (C. C. Ind. 1897). 


23 In Frasch yv. Moore, 211 U. S. 1, 29 Sup. Ct. 6, 53 L. ed. 65, it was pointed 
out that the decision of the appellate tribunal was not final because R. S. 4914 
provides that the decision shall only “govern further proceedings in the 
case” and shall not “preclude any person interested, from the right to con- 
test the validity of” the patent granted. 

24 Frasch v. Moore, supra note 23; Rousseau v. Brown, 21 App. D. C. 73 
(1903) ; Johnson v. Mueser, 212 U. S. 283, 29 Sup. Ct. 390, 53 L. ed. 514; 
Baldwin Co. v. Howard Co. 256 U. S. 35, 41 Sup. Ct. 405, 65 L. ed. 816 
(Trade Mark case) ; Postum Cereal Co. v. California Fig. Nut Co., 272 U.S. 
693, 47 Sup. Ct. 284, 71 L. ed. 478 (Trade Mark case); Pacific Northwest 
Canning Co. v. Skookums Packers Assn., 283 U. S. 858, 51 Sup. Ct. 65, 75 L. 
ed. 1464 (Rule applied to Court of Customs and Patent Appeals). 
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branches of the Patent Office.2* If an equity suit is brought after 
its decision, the doctrines of res judicata or estoppel by judgment 
are without application.*° These principles are still in force today 
but the 1927 Amendments have reduced the number of cases in 
which they may be applied.** 

There are several peculiar characteristics of the equity suit under 
R. S. 4915, some made by the judicial application of the usual prin- 
ciples of equity practice, some based upon logic and convenience, and 
others arrived at by the judicial interpretation of the statutes. The 
important points which must be considered are the parties who may 
and those who may not bring such a suit, the subject matter which 
the courts will consider, and the rules of evidence and burden of proof 
applicable. 

Considering first the question of parties, it will be noted that the 
statute** provides that the “applicant” may file a bill in case of a 
refusal of a patent. It does not make any provision for an assignee 
filing the bill. The courts have held, however, that since the title is 
in the assignee, he is the real party in interest and therefore the suit 
should be prosecuted by him. The courts have considered him to 
be an indispensable party.*® The assignor is considered a proper or 
formal party, since he may retain some equitable rights in the ap- 
plication or patent, but he is not a necessary party.*° Several attempts 
have been made to confer jurisdiction on a particular court by filing 
suit against the assignor rather than the assignee. These attempts 
have not succeeded, however, the courts consistently ruling that the 
assignee is an indispensable party.** 


25 Clements v. Kirby, 274 Fed. 575 (C. C. A. 6th, 1921); Postum Cereal 
Co. v. California Fig. Nut Co., supra note 24. 

26 Victor etc. v. Brunswick etc., infra note 63; Larson v. Crowthers, 26 F. 
(2d) 780 (C. C. A. 8th, 1928); Harper v. Zimmerman, McKesson & Rob- 
bins v. Charles H. Phillips Chemical Co., both supra note 14. But cf. Are- 
less Contact Co. v. General Electric Co., 87 F. (2d) 340 (C. C. A. 2d, 1937). 

*7 As was pointed out supra note 9, the 1927 Amendments were designed 
to give alternative remedies and it is therefore apparent that in most cases 
there will be no decision of an appellate court prior to bringing the equity suit. 
But cf. Wettlaufer v. Roins infra note 50. 

28R. S. 4915, supra, note 2. 

29 Becker v. General Chain Co., 273 Fed. 419 (C. C. A. 1st, 1921); Gar- 
field v. Western Electric, 298 Fed. 659; Hazeltine Corp. v. White, 68 F. (2d) 
715 (C. C. A. 2d, 1934) ; Armstrong v. De Forest, 13 F. (2d) 438 (C. C. A. 
2d, 1926); Armstrong v. Langmuir, 6 F. (2d) 369; Nakken Patents Corp. 
v. Westinghouse Electric and Mfg. Co. et. al, 36 U. S. P. Q. 245 (E. D. Pa. 
1938) ; Smith v. Thompson, 177 Fed. 721 (C. C. Conn. 1910). Contra: 
Wende v. Horine, 191 Fed. 620 (C. C. N. D. Ill. 1911). 

30 Garfield v. Western Electric, Nakken Patents Corp. v. Westinghouse 
Electric & Mfg. Co. et. al, Armstrong v. Langmuir, all supra note 29, 
Thomas v. Perri, 205 Fed. 632 (Mass. 1913). 

31In Standard Oil Co. v. Pure Oil Co. et. al, 19 F. Supp. 833, 35 U. S. 
P. Q. 108 (D. C. Dist. Col. 1937) the court in dismissing the bill held that 
joinder of the assignor and assignee as defendants would not bring the suit 


9 
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As already pointed out, the 1927 Amendments to R. S. 4915 had 
for one of its objects the elimination of both the direct appeal from 
the Patent Office provided by R. S. 4911, and (following that) the 
equity suit under R. S. 4915. The amended sections 4911 *? and 4915 
of the Revised Statutes clearly make the two proceedings alternative. 
The latter section provides that a bill in equity may be filed “. 
unless appeal has been taken from the decision of the Board of Ap- 
peals to the United States Court of Customs and Patent Appeals, 
and such appeal is pending or has been decided, in which case no 
action may be brought under this section . . .” ** (emphasis added). 
It is to be noted that this portion of the statute does not specify when 
the appeal is “taken” and therefore this matter has required judicial 
interpretation. In the Bakelite case** it was held that an appeal to 
the Court of Customs and Patent Appeals is “taken” upon the filing 
of the notice and reasons of appeal as required by R. S. 4912.°° The 
Court held that even though the time allowed by Rule XXV * of 


under the jurisdiction of the District Court of the District of Columbia as 
provided by 35 U. S. C. § 72a (44 Stat. 1394, Mar. 3, 1927). This section 
provides that if the adverse parties are residents of a plurality of districts 
not embraced in a single state then the District Court of the District of 
Columbia shall have jurisdiction. The plaintiff argued that the assignor 
was an indispensable party because he must sign affidavits to the preliminary 
statements, concessions of priority, etc. The court held, however, that the 
assignor was only a formal party and that the assignee is the real party in 
interest. The court pointed out that the action was not in rem, else 35 
C. § 72a would not have been necessary. 


32 Supra note 1. 

33 Supra note 2. 

34 Bakelite Corporation v. National Aniline and Chemical Co., 83 F. (2d) 
176 (C. C. A. 2d, 1936). 

85 R. $. 4912: “When an appeal is taken to the United States Court of Cus- 
toms and Patent Appeals, the appellant shall give notice thereof to the com- 
missioner, and file in the Patent Office, within such time as the commissioner 
shall appoint, his reasons of appeal, specifically set forth in writing,” 45 Start. 
1476, (1929), 35 U. S. C. § 60 (1934). 


86 Rule XXV of the Court of Customs and Patent Appeals: “Any party 
desiring to appeal to this court from a decision of the Board of Appeals or the 
Commissioner of Patents shall file in the clerk’s office a petition, addressed to 
the court, in which he shall briefly set forth and show that he has complied with 
the requirements of sections 4912 and 4913 of the Revised Statutes of the United 
States to entitle him to an appeal, and praying that his appeal may be heard 
upon and for the reasons assigned therefor to the commissioner. Said reasons 
for appeal, having been filed with the Commissioner of Patents and made a 
part of the record, shall not be repeated in the petition of appeal. Said petition 
of appeal and a certified copy of the record in the proceeding shall be filed in 
this court and the case duly docketed within 40 days (exclusive of Sundays and 
legal holidays) from the date upon which said reasons for appeal were filed 
with the Commissioner of Patents: Provided, That the commissioner may for 
special and sufficient cause extend such time to some definite and fixed date: 
Provided further, That in inter partes cases appellant shall, at the time of filing 
said petition of appeal in this court, or within 10 days thereafter, serve a copy 
thereof upon appellee or his counsel.” 

“If said petition of appeal and copy of said record shall not be filed within 
said period of 40 days, unless such time be extended by the commissioner as 
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the Court of Customs and Patent Appeals for perfecting the appeal 
had elapsed, thus barring further action, nevertheless the appeal was 
still pending and therefore the appellant could not proceed in equity 
under R. S. 4915. This decision was based on somewhat dubious 
authorities*? coupled with the rule enunciated by the Court of Cus- 
toms and Patent Appeals that it would not dismiss an appeal without 
prejudice in order to confer jurisdiction on the district court under 
R. S. 4915.** The rule applied in the Bakelite case was followed and 
extended by the Court of Appeals of the District of Columbia in 
holding that merely filing the notice and reasons of appeal *® con- 
stituted an election to appeal to the Court of Customs and Patent 
Appeals which was binding on the appellant.*° These decisions ap- 
parently disregard entirely the words of R. S. 4915 “and such appeal 
is pending or has been decided.” In addition, the rule can hardly 


heretofore provided, the commissioner, upon such facts being brought to his 
attention by motion of the appellee in inter partes cases, duly served upon the 
appellant or his attorney, and upon his own motion in ex parte appeals, may 
take such further proceedings in the case as may be necessary to dispose of 
the same as though no notice of appeal had ever been given. . . 


37 The court relied upon Greenough y. Clark, 10 Fed. Cases, 1176 (No. 5784) 
(C. C. D. C. 1853) as authority for the proposition that an appeal is ‘taken’ 
upon the filing of the notice and reasons of appeal. Upon careful analysis of 
the Greenough case, however, it does not appear to decide this question. The 
decision is further based on In re Foster Construction Corporation, 49 F. (2d) 
213 (C. C. A. 2d, 1931) which held that an appeal was “taken” in a bankruptcy 
proceeding when the petition and reasons of appeal are filed in the lower court. 
In nearly all of the other Circuit Courts of Appeal and in the Supreme Court 
the decisions as to when an appeal is “taken” are contra to the Foster case: 
Brooks v. Norris, 11 How. 204, 13 L. ed. 665 (U. S. 1850); Credit Company 
Ltd. v. Arkansas Central Railroad Co., 128 U. S. 258, 9 Sup. Ct. 107, 32 L. ed. 
448 (1888); Old Nick Williams Company y. U. S., 215 U. S. 541, 30 Sup. Ct. 
221, 54 L. ed. 318 (1909); Green v. City of Lynn, 87 Fed. 839 (C. C. A. Ist, 
1898) ; Rutan v. Johnson, 130 Fed. 109 (C. C. A. 3d, 1904); Ross v. White, 
32 F. (2d) 750 (C. C. A. 6th 1929) ; Vaughan v. American Ins. Co., 15 F. (2d) 
526 (C. C. A. 5th, 1926); Camden Iron Works Company v. Cincinnati, 241 
Fed. 846 (C. C. A. 6th, 1917); U.S. v. New National Coal and Mining Co., 
72 F. (2d) 168 (C. C. A. 7th, 1934); Share v. U. S., 50 F. (2d) 669 (C. C. A. 
8th, 1931) ; Greyerbiehl v. Hughes Electric Co., 294 Fed. 802 (C. C. A. 8th, 
1923); Turner v. U. S., 14 F. (2d) 360 (C. C. A. 8th, 1926); Von Holt v. 
Carter, 56 F. (2d) 61 (C. C. A. 9th, 1932); McBee v. Palmer, 73 F. (2d) 
342 (C. C. A. 9th, 1934); cf. Randall Company v. Foglesong Mach. Co., 200 
Fed. 741 (C. C. A. 6th, 1912). 

38 Walther v. Vanderveer, 64 F. (2d) 540 (C. C. P. A. 1933). It is interest- 
ing to note that in this instance the appeal had been perfected and the transcript 
of record filed. The court had therefore definitely acquired jurisdiction. In 
the Bakelite case the court in relying on this decision ruled that a party could 
not do by indirection what he could not do directly. 

39 As provided by R. S. 4912, supra note 35. 

40 Jensen v. Lorenz, 92 F. (2d) 992, 34 U. S. P. Q. Fg (App. D. C. al i 
cf. American Fomon Co. v. Amdyco Corp., 15 U. S. P. Q. 205 (S. D. N. 
1932) ; John Morrell & Co. v. Doyle, 20 F. Supp. 110 \(E. D. Ill. 1937). 

The Jensen case is distinguishable from the Bakelite case in that the de- 
fendant had filed a motion to have the case disposed of as if no appeal had 
been filed in accordance with Rule XXV of the Court of Customs and Patent 
Appeals, supra note 36. Hence the appeal could not be said to be pending as 
in the Bakelite case. See note (1938) 6 Geo. Wasu. L. Rev. 231. 
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be justified on the general principles of equity practice, for the de- 
fendant sustains no damage in the absence of special circumstances. 
Such special circumstances do not appear in any of the decided 
cases.‘ Furthermore, it is to be noted that the winning party is not 
required to do any affirmative act until after the appeal is perfected 
in the Court of Customs and Patent Appeals. Since the statute per- 
mits the bill in equity to be filed any time within six months** from 
the decision of the Board of Appeals, it should not make any differ- 
ence that the losing party has, during this period, filed the notice of 
appeal to the Court of Customs and Patent Appeals and failed to 
perfect the appeal within the time allowed by the Rules of Court. 
The contrary view adopted by the Courts appears to deprive the 
losing party of his right to proceed in equity merely by a legal tech- 
nicality wholly inconsistent with the fundamentals of equity. 
Another aspect of a suit under R. S. 4915 and one which appears 
to have been completely overlooked by the statute draftsmen is the 
situation existing when one of the parties is a patentee. It has been 
held that a patentee who loses in a Patent Office interference cannot 
proceed in equity under R. S. 4915.4%* The reason for this becomes 
apparent upon inspection of R. S. 4915,4* which provides that the 
court may adjudge the applicant to be entitled to a patent as specified 
in his claim. The adjudication authorizes the Commissioner to issue 
the patent in accordance with the decision reached, upon filing a 
copy thereof in the Patent Office. Since the patentee already has 
a patent, the remedy provided by R. S. 4915 for an applicant will 
avail him nothing. The right to bring the suit in equity being entirely 
statutory, the courts cannot extend the terms of the statute so far 
as to enable a patentee to proceed thereunder. The patentee is there- 
fore left to his administrative appeal to the Court of Customs and 
Patent Appeals, and the equity proceeding under R. S. 4918 * in 


41]t is interesting to speculate whether the courts would have reached the 
same conclusion if, after filing the notice of appeal, new evidence were dis- 
covered. Since this new evidence could not be presented before the Court of 
Customs and Patent Appeals, but only in an equity suit under R. S. 4915, it 
would not be surprising if the rules just discussed were modified to permit the 
appellant either to dismiss his appeal directly or else indirectly by failing to 
perfect it. In such a hypothetical situation, there would be an equitable reason 
for modifying the rule. 

42. R. S. 4915, supra note 2. 


43 MacGregor v. Chesterfield, 31 F. (2d) 791, 1 U. P. Q. 120, (Mich. 
1929); Heidbrink v. McKesson, 53 F. (2d) 321, ‘11 Uz Pi 'p. o tz .. © A. 
6th, 1931). 

44 Supra note 2. 


4° R. S. 4918: “Whenever there are interfering patents, any person interested 
in any one of them, or in the working of the invention claimed under either 
of them, may have relief against the interfering patentee, and all parties in- 
terested under him, by suit in equity against the owners of the interfering 
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the event the Court of Customs and Patent Appeals affirms the 
decision of the Patent Office awarding priority to the applicant. 

The election to have further proceedings conducted in equity under 
R. S. 4915 as provided by R. S. 4911 ** when the appellant has filed 
a notice of appeal to the Court of Customs and Patent Appeals can- 
not be exercised by the applicant when the appeal is taken by a 
patentee. The decisions are all based upon the ground that since 
the patentee may not proceed under R. S. 4915,*7 he cannot be de- 
prived of his right to appeal by the exercise of the election provided 
by R. S. 4911.48 The Court of Appeals of the District of Columbia 
has recently held that the Commissioner cannot be compelled by 
mandamus to dismiss the patentee’s appeal to the Court of Customs 
and Patent Appeals pursuant to a notice of election under R. S. 4911 
filed by the applicant.*® 

If a situation of the kind just mentioned arises, i. e., the applicant 
is the winning party in the Patent Office while the patentee is the 
losing party, then the applicant has no choice as to the court in which 
the appeal is to be heard. If the patentee appeals to the Court of 
Customs and Patent Appeals (the only appeal open to him) then the 
applicant must defend the appeal in that court since he cannot force 
the patentee to file a bill in equity. If the Court of Customs and 
Patent Appeals reverses the Patent Office decision, thereby reinstat- 
ing the priority of the patentee, the applicant is, in effect, refused a 
patent for the first time. In such a situation it has recently been 
held that the applicant can proceed under R. S. 4915 after the appeal 
in the Court of Customs and Patent Appeals has terminated.*° The 
unfortunate part of this decision is that it results in the long chain 
of appeals which the 1927 Amendments were designed to eliminate. 
The decision appears to be sound, however. Obviously, the whole 


patent; and the court, on notice to adverse parties, and other due proceedings 
had according to the course of equity, may adjudge and declare either or both 
the patents void in whole or in part upon any ground, or inoperative, or invalid 
in any particular part of the United States, according to the interest of the 
parties in the patent or the invention patented. But no such judgment or ad- 
judication shall affect the right of any person except the parties to the suit 
and those deriving title under them subsequent to the rendition of such judg- 
ment.” 44 Stat. 1335 (1927), 35 U. S. C. § 66 (1934). 


46 Supra note 1. 
47 Farmer v. Schweyer, 58 F. (2d) 1056, 13 U. S. P. Q. J ff Cc 
1932) ; Bloodhart v. Levernier, 64 F. (2d) 367, 7 U.S. PS 


S. 5c c 
Lb Preston et al v. White, 92 F. (2d) 813, 35 U. S. P. Q. 59 c= 
7). 


48 Supra note 1. 


49U. S. ex rel White v. Coe, 36 U. S. P. Q. 171 (App. D. C. 1938). See 
note (1938) 6 Gro. Wasu. L. Rev. 390. 


50 Wettlaufer v. Robins, 92 F. (2d) 573, 35 U. & P. Q. 254 (C. C. A. 2d, 
1937). See note (1938) 6 Gro. Wasu. L. Rev. 230. 
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situation could be remedied by a slight change in the statute; for 
example, by modifying R. S. 4915 so that it would afford an ap- 
propriate remedy for a patentee as well as for an applicant. 

It is now appropriate to consider the scope of the proceedings 
under R. S. 4915, that is, the subject matter over which the courts 
have jurisdiction, and the questions which will be considered in in- 
terference contests. There are numerous decisions holding that no 
suit in equity will lie from decisions of the Board of Appeals dis- 
solving an interference. This holding is usually placed on the 
ground, first, that the decision is merely interlocutory and not final ; 
and second, that the statute only gives the court jurisdiction to de- 
termine priority in inter partes cases, and since there has been no 
decision on priority, the equity court does not have jurisdiction. 

The courts have generally held that although the equity suit is a 
de novo proceeding, still the courts cannot consider claims not pre- 
sented to the Board.°? In only a few instances have the courts per- 
mitted consideration of claims not previously presented to the Patent 
Office tribunals.** It is submitted that to permit the introduction 
of new claims in the suit under R. S. 4915 would be unwise, since 
the court would not have the benefit of the objections and rejections 
which might be advanced by the Patent Office. The courts do not 


have the machinery for conducting scientific searches nor can they 
be expected to be well acquainted with the practice of the Patent 
Office as to formal matters. 

Another phase of the problem as to the subject matter considered 
in R. S. 4915 suits arises in interference contests. The Supreme 
Court in Hill v. Wooster ™ laid down the rule that the courts should 


51 Synthetic v. Ellis, 78 F. (2d) 847 (C. C. A. 3d, 1935); Cowles v. Rody, 
261 Fed. 1015 (App. D. C. 1919); Parker v. Craft, 258 Fed. 988 (App. D. C. 
1919); American Cable Co. v. John A. Roeblings, 65 F. (2d) 801 (App. B.C. 
1933) ; Fessenden v. General Electric Co., 10 F. Supp. 846 (N. D. N. Y — 
Deshell Lab. Inc. v. Squibb & Sons et al, 9U. S. P. Q. 414 (Sup. Ct. D. 
1931) cf. Allen v. U. S. ex rel Lowry 26 App. D. C. 8 aff'd in 203 U. S. 476, 
27 Sup. Ct. 141, 51 L. ed. 281 (1906). The same rule obtains in direct 
appeals under R. S. 4911. Sundback v. Blair, 47 F. (2d) 378 (C. C. P. A. 
1931) ; Headley et al v. Bridges, 48 F. (2d) 938 (C. C. P. A. 1931). 


52 Durham vy. Seymour, 6 App. D. C. = 1895, C. D. 307 (App. D. C. 1895) ; 
Lucke v. Coe, 69 F. (2d) 379 (App. D. C. 1934); Bakelite v. Coe, 83 F. (2d) 
553 (App. D. C. 1936). 


53 Schiller v. Robertson, 28 F. (2d) 301 (Md. 1928) (counsel apparently 
stipulated that the new claims be considered); Kaplan v. Robertson, 50 F. 
(2d) 617 (Md. 1931) (apparently counsel tacitly permitted the consideration 
of new claims in this instance). 


54 Hill v. Wooster, 132 U. S. 693, 10 Sup. Ct. 228, 33 L. ed. 693, 1890 C. D. 230 
(1890). Other decisions have followed this case either on its —S or 
merely by applying the rule. Hansen v. Slick, 230 Fed. 627 (C. C 3d, 
1916); Willett Mfg. Co. v. Root Spring Scraper Co., 55 F. (2d) 858 & * A. 
6th, 1932) ; Palmer Pneumatic Tire Co. v. Lozier, 90 Fed. 733 (C. C. A. 6th, 
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hold the claims unpatentable if such appeared to be the case, even 
though the appeal was taken on the question of priority. The reason 
for this is that it is unnecessary to decide the issue of priority if the 
counts of the interference are unpatentable. Some of the courts have 
not followed this rule, on the theory that in an interference contest the 
sole question before them as priority.°*° That this is unsound on the 
principles of equity seems apparent. It is to be regretted that some 
courts seem reluctant to consider the question of patentability in an 
inter partes appeal on priority.°° If the claims would not be valid if 
issued to the contestant awarded priority, it seems that the interfer- 
ence question is virtualiy a moot one.*? One cannot be the prior in- 
ventor unless an invention has been made. Furthermore, it is in the 
public interest that no invalid patents be issued. Hence the courts 
should not permit the patenting of invalid claims merely because they 
are presented to them on the question of priority. 

The next points to be considered are the burden of proof and 
rules of evidence applicable in an R. S. 4915 suit. As has already 
been pointed out, the doctrines of res judicata and estoppel by judg- 
ment have no application to an R. S. 4915 suit.** In order to attribute 
some weight to the decision of the tribunal having appellate juris- 
diction over questions arising in the Patent Office, it has been held 
that the party instigating an R. S. 4915 suit must adduce evidence 
of such character that it carries “thorough conviction” that the Patent 
Office tribunal erred. This rule was first enunciated in Morgan v. 
Daniels.*® The facts of this case are essential to a clear understand- 


1898) (R. S. 4918 suit). Wiegand v. Dover Mfg. Co. et al, 292 Fed. 255 (N.D. 
Ohio, 1923); Nicola Tesla Co. v. Marconi, 227 Fed. 903 (S. D. N. Y. 1915) 
(R. S. 4918 suit) ; General Chem. Co. v. Blackmore, 156 Fed. 968 (C. C. S. 
D. N. Y. 1907) (R. S. 4918 suit); Dittgen v. Racine Paper Goods Co., 181 
Fed. 394 (C. C. E. D. Wisc. 1910); Leslie v. Tracy, 100 Fed. 475 (C. C. 
N. D. Ill. 1900); cf. Melling v. Gordon Form Lathe Co., 14 F. (2d) 437 
(N. D. Ohio, 1926); Christy v. Seybold, 55 Fed. 69 (C. C. A. 6th, 1893). 


55 Richards v. Meissner, 162 Fed. 485 (W. D. Mo. 1908); Pentlarge v. 
Pentlarge, 19 Fed. 817 (C. C. E. D. N. Y. 1884) (R. S. 4918 suit); Lock- 
wood v. Cleveland, 20 Fed. 164 (C. C. N. J. 1884) (R. S. 4918 suit); Amer- 
ican Clay Bird Co. v. Ligowski Clay Pigeon Co., 31 Fed. 467 (C. C. Ohio 
1887) (R. S. 4918 suit). Cf. Cutler Hammer Mfg. Co. v. General Electric Co., 
6 F. (2d) 376 (C. C. A. 7th, 1924) (R. S. 4918 suit) in which the court says 
that they are not restricted to priority but considers the parties estopped to 
deny the validity because of lack of novelty after having urged this in the 
ex parte prosecution of the applications for the patents. 


56 See decisions cited contra to Hill v. Wooster, supra note 55. 


57 Willett Mfg. Co. v. Root Spring Scraper Co., supra note 54. The decision 
stated that since a valid patent could not issue on the claims involved in the 
interference, the complainant was rightly denied relief under R. S. 4915. The 
court stated that it “would not perform a wholly vain act.” 

58 Supra note 26. 


59 Morgan v. Daniels, 153 U. S. 120, 14 Sup. Ct. 772, 38 L. ed. 657 (1894). 
The frequently quoted portion of this decision is found at page 125: “Upon 
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ing of the proposition for which the case is cited. It involved a 
strongly contested inter partes case. After an adverse decision by 
the Patent Office tribunal, plaintiff filed a bill in equity under R. S. 
4915. The evidence before the court in this suit was substantially 
that before the Patent Office. The Supreme Court held that the 
testimony as a whole was not of a character sufficient to produce 
a clear conviction that the Patent Office had erred in its award of 
priority. It is thus apparent that although the doctrine of res judicata 
has no application, the party filing a bill under R. S. 4915 assumes 
a heavy burden and a mere recasting of the same evidence which was 
before the Patent Office tribunal will not suffice to upset its decision. 
There must be introduced new and substantially different testimony 
which satisfies the test laid down by the Supreme Court. 

The rule of Morgan v. Daniels has been applied freely since it was 
enunciated. In many cases it has been held that the plaintiff in the 
R. S. 4915 suit had not sustained the heavy burden.® In a few cases 
the principle has been applied without citing any authorities.“ In 
other cases it has been held that the new evidence introduced by 
plaintiff carries the thorough conviction required.” It is interesting 
to note in passing that the application of the rule of Morgan v. 
Daniels has not been confined to R. S. 4915 suits. It has been ap- 


principle and authority, therefore, it must be laid down as a rule that where 
the question decided in the Patent Office is one between contesting parties as 
to priority of invention, the decision there made must be accepted as controlling 
upon that question of fact in any subsequent suit between the same parties, 
unless the contrary is established by testimony which in character and amount 
carries thorough conviction. Tested by that rule the solution of this contro- 
versy is not difficult. Indeed, the variety of opinion expressed by the different 
officers who have examined this testimony is persuasive that the question of 


priority is doubtful, and if doubtful the decision of the Patent Office must 
control.” 


60 Gillette v. Sendelbach, 146 Fed. 758 (C. C. A. 7th, 1906); Western Elec- 
tric Co. v. Fowler, 177 Fed. 224 (C. C. A. 7th, 1910); Dover v. Greenwood, 
194 Fed. 91 (C. C. A. 1st, 1911); Gold v. Gold, supra note 13; Gold v. New- 
ton, 254 Fed. 824 (C. C. A. 2d, 1918); Wiesand v. Dover Mfg. Co., supra 
note 54; Texas v. McAfee, 299 Fed. 718 (C. C. A. Sth, 1924); Muther v. 
United Shoe etc., 14 F. (2d) 701 (E. D. N. Y. 1928); Hernandez v. Prizma, 
39 F. (2d) 196 (Maine, 1930); Prescott v. Swain, 39 F. (2d) 241 (N. D. 
Ohio, 1929) ; Uihlein v. General Electric, 47 F. (2d) 997 (C. C. A. 7th, 1931) ; 
Austin v. Coe, 69 F. (2d) 832 (Ct. App. D. C. 1934); Powell v. McNamara, 
74 F. (2d) 750 (C. C. A. 2d, 1935); General Talking Picture Co. v. American 
Tri-Ergon Co., 36 U. S. P. Q. 428 (C. C. A. 3d, 1938); Corley et al v. Rob- 


inson, 3 F. Supp. 176 (N. H. 1933) and cf. Rudolph v. Williams, 62 Fed. 577 
(S. D. N. Y. 1893). 


61 Steimmig et al v. Davidson, 1 F. Supp. 487 (S. D. N. Y. 1931); Rush v. 
Paltz, 271 Fed. 689 (E. D. N. Y. 1921). 


62 Wheaton v. Kendall, 85 Fed. 666 (N. D. Cal. 1898): Laas v. Scott, 161 
Fed. 122 (E. D. Wisc. 1908): Courson v. O’Connor, 227 Fed. 890 (C. C. A. 
7th, 1915); Curtiss Aéroplane v. Janin, 278 Fed. 454 (C. C. A. 2d, 1921); 
Willoughby v. Rogers, 20 F. (2d) 981 (Md. 1927). 
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plied in R. S. 4918 suits ** and also in infringement suits ** where 
parties question the award of priority made by the Patent Office 
tribunal. A side light which arises in connection with the latter type 
of suit is whether Morgan v. Daniels applies with equal force to a 
third party raising the defense of prior invention and setting up facts 
passed on by the Patent Office tribunal. There appears to be sub- 
stantial doubt on the question®® but if the third party is a third party 
in name only it seems that Morgan v. Daniels should apply. 

The question has been raised as to whether the rule of Morgan 
v. Daniels is still good law today in view of the 1927 Amendment 
allowing the record of proceedings in the Patent Office to be re- 
ceived as primary evidence. It seems clear that the only purpose 
of this portion of the 1927 Amendment was to facilitate the trial 
of an R. S. 4915 suit and relieve the parties of a certain amount of 
unnecessary expense. It certainly has no effect on the de novo 
character of an R. S. 4915 suit nor does it affect the burden of 
proof. Only one judicial expression has been found questioning 
the force of Morgan v. Daniels since the 1927 Amendments ® and 
this decision has been reversed.** It appears from this and from 
the unquestioned application of Morgan v. Daniels since the 1927 
Amendments © that it can be concluded that the rule is unaffected 
by the amendments. 


63 Victor Talking Machine Co. v. Brunswick-Balke-Callender Co., 290 Fed. 
565 (Del. 1923); aff'd. per curiam 8 F. (2d) 41 (C. C. A. 3d, 1925) and 273 
U. S. 670, 47 Sup. Ct. 474, 71 L. ed. 832 (1926) ; Miehle Printing Press etc. v. 
Miller Saw etc., 6 F. (2d) 417 (C. C. A. 3d, 1925); Earles v. Drake, 300 
Fed. 265 (C. C. A. 3d, 1924); U.S. et al v. DeForrest, 21 F. (2d) 918 
(C. C. A. 3d, 1927). 

64 Roth v. Harris, 168 Fed. 279 (C. C. A. 2d, 1909); Novelty v. Brookfield, 
170 Fed. 946 (C. C. A. 2d, 1909); Hilliard v. Remington, 186 Fed. 334 
(C. C. A. 2d, 1911); United Shoe Machinery Corp. v. Muther, 288 Fed. 83 
CC. C. A. ist, 1523). 

65 Rousso v. Barber et al, 3 F. (2d) 740 (C. C. A. 3d, 1924) ; contra Rousso 
v. ba at National, 37 F. (2d) 281, (C. C. A. 6th, 1930). 

dio Corp. v. Radio Engineering Labs., 293 U. S. 1, 55 Sup. Ct. 928, 
79 “es oa 163 (1933). Cardoza J. beginning at page 8: “. . . a stranger to 
a patent suit does not avoid altogether the consequences of a judgment rendered 
in his absence by establishing his privilege under the doctrine of res judicata 
to try the issues over again. If he has that opportunity and there is substantial 
identity of evidence, he may find that the principle of adherence to precedent 
will bring him out at the end where he would be if he had been barred at the 
beginning. - 
We do not need to go into the question whether Morgan v. Daniels is 
applicable in all its force unless the parties to the later suit were parties also 
to the contest in the administrative proceedings. There are statements in the 
opinion with reference to the analogy between a patent and a judgment that 
presuppose, perhaps, identity of parties. . . 

67 American Tri-Ergon Corp. v. General Talking Picture Corp., 8 F. Supp. 
108 (Del. 1934). 

68 General Talking etc. v. American Tri-Ergon etc., supra note 60. See case 
note infra p. 545. 

69 Austin vy. Coe, Powell v. McNamara, O’Donnell v. United Shoe etc., all 
supra n. 59; Dowling v. Jones, 67 F. (2d) 537 (C. C. A. 2d, 1933). 
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As was stated earlier in this article, the general rule as to evidence 
in an R. S. 4915 proceeding is that both the evidence considered in 
the Patent Office and any other new evidence submitted in the 
equity suit for the first time is admissible.*° This rule has one 
definite limitation, however. Evidence which is available and which 
is intentionally suppressed in the Patent Office interference may 
not be introduced in a subsequent equity suit. This rule was first 
laid down in rather broad terms in Barrett Co. v. Koppers Co.™ 
and this broad language has caused some difficulty in subsequent 
cases. Some of the decisions in which this point has been raised 
have pointed out that there is a distinction between evidence which 
is actually suppressed on the one hand, and evidence which one 
merely fails to bring in because of negligence or a failure to appre- 
ciate its pertinency and possible probative value on the other 
hand.’ Other decisions have indicated that evidence available at the 
time of the interference and not introduced in that proceeding 
should be excluded, following the broad language of Barrett v. 
Koppers.™* There is also some authority that the rule only applies 
to the losing party in the interference,” i.e. the complainant in the 
equity suit. If the rule of Barrett v. Koppers be also applied in 
situations where there is no positive suppression, then the remedy 
under R. S. 4915 becomes substantially futile since there would be 
no way of meeting the burden of proof required by Morgan v. 
Daniels in order to overcome the Patent Office decision. Appar- 
ently only in case the evidence was newly discovered would one 
be able to introduce it if the rule of Barrett v. Koppers is applied 
to any evidence available but not produced in the interference. It 
is submitted that evidence not produced in the original interference 
should be admissable in the subsequent suit under R. S. 4915 upon 
some showing of a reasonable excuse for the failure to produce 
it earlier. In order to preserve the R. S. 4915 equity suit as a 
remedy of general avalability rather than as a remedy for only an 
unusual situation, the reasonable excuse should be not much more 
than as showing that the evidence was not intentionally omitted from 
the Patent Office interference. 


70 Supra note 20. 
71 Barrett Co. v. Koppers Co., 22 F. (2d) 395 (C. C. A. 2d, 1927). This 
decision has been followed in Greene v. Beidler, 58 F. (2d) 207 (C. C. A. 2d, 
1932); cf. Harper v. Zimmerman, supra note 14; and American Tri-Ergon 
Corp. v. General Talking Pictures Corp., supra note 67; revd in General 
Talking etc. v. American Tri-Ergon etc., supra note 68. 

72 Dowling v. Jones, 16 U. S. P. Q. 322 (S. D. N. Y. 1932); rev'd (on an- 
other point) 67 F. (2d) 537 (C. C. A. 2d, 1933). 
73 O’Donnell v. United Shoe Mach. Corp., 2 F. Supp. 178 (Mass. 1933). 
74 Perkins v. Lawrence Sperry Aircraft Co., supra note 14. 
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In conclusion, it appears that there are three distinct problems 
raised by the 1927 Amendments to R. S. 4915. The first of these 
is exemplified by the Wettlaufer *® case. As has been already pointed 
out, the draftsmen of the amendments apparently did not contem- 
plate the difficulty which might arise when a patentee is one of 
the parties to an interference. As a consequence of this, a seem- 
ingly reactionary result has been obtained which requires further 
legislation to correct. The second problem relates to the alternative 
provided by the 1927 Amendments, and is illustrated by the 
Bakelite ** and Jensen™ decisions. It is submitted that if the doc- 
trine of election is to be applied in the strict manner of these deci- 
sions, the statute should be amended to bring out definitely the act 
or acts of the party which constitute the election. The third prob- 
lem involves the status of the rule of Morgan v. Daniels ** after the 
1927 Amendments. It seems clear that these amendments have 
neither abrogated nor modified the rule laid down in this case, and 
that the principle enunciated by the Supreme Court is fully appli- 
cable at present. In addition, it seems that in so far as the rules 
of Morgan v. Daniels and Barrett v. Koppers*® are contradictory 
or irreconcilable, the later rule must be considered an exception 
and applied in a narrow sense only. The rule of Barrett v. Kop- 
pers should not be extended to the point that it tends to deter the 
application of Morgan v. Daniels because of the anomalous result 
which would be obtained. Epwarp J. Dwyer, 

James E. ARCHER. 


75 Supra note 50. 
76 Supra note 34. 
77 Supra note 40. 
78 Supra note 59. 
79 Supra note 71. 


ANNOTATIONS OF OPINIONS OF THE 
ATTORNEY GENERAL OF THE 
UNITED STATES 


T. V. A.—RemovaL — Power oF PRESIDENT. — Dissension 
arose among the members of the Tennessee Valley Author- 
ity Board and as a result, the President of the United States 
conducted an investigation. One of the members refused to divulge 
facts bearing on the controversy and claimed the right to a Con- 
gressional investigation. As a basis for the removal of the member, 
the President sought the opinion of the Attorney General. Held, 
that the Tennessee Valley Authority is an executive agency, per- 
forming executive functions, therefore the power of removal 
“ought to be in the President.”” Op. Att’y Gen. March 18, 1938: 
Power of the President to Remove Members of the Tennessee Val- 
ley Authority from Office. Vol. 39, Op. No. 36. 


1My Dear Mr. PRESIDENT: 


I have the honor to comply with your request for my opinion respecting your 
power to remove members of the Tennessee Valley Authority from office. 

As I understand it, charges of dishonesty and want of integrity in the con- 
duct of their office have been made against two members and charges of ob- 
structing the work and demoralizing the organization have been made against 
the other member. Also, as I understand it, the latter member is charged with 
openly defying your constitutional authority to take care that the laws be 
faithfully executed by refusing to answer your reasonable inquiries concerning 
the situation existing in the Authority. 

I think I may state it is an unassailable proposition that if any of these 
charges is established the power of removal ought to exist. Furthermore, the 
Tennessee Valley Authority being an executive agency, performing executive 
functions, and therefore in the executive branch of the Government, the power 
of removal ought to be in the President. 

Under the principles announced by the Supreme Court in Myers v. United 
States, 272 U. S. 52, there would appear to be no question that the power of 
removal is in fact vested in the President. The later decision in Humphrey’s 
Executor v. United States, 295 U. S. 602, limited the application of the Myers 
case but did not disturb the ruling therein as applied to executive officers. 

In the Myers case the Court upheld the President’s power to remove a 
postmaster notwithstanding a statutory provision that he should hold office 
for four years and should be removable by the President only with the consent 
of the Senate. In the Humphrey’s case the Court held the contrary in the 
case of a member of the Federal Trade Commission, but relied upon the dis- 
tinguishable fact that the Federal Trade Commission exercises quasi-legislative 
and quasi-judicial functions and is not a part of the executive branch; and it 
also laid great stress upon the legislative history of the Federal Trade Com- 
mission Act as indicating a purpose of the Congress to secure the maximum 
independence of the Commission from Executive interference and control. 

These distinguishing factors are not present in the case of the Tennessee 
Valley Authority. It does not exercise quasi-legislative or quasi-judicial func- 
tions, and the legislative history of the Tennessee Valley Authority Act con- 
tains no such indications of purpose on the part of the Congress to restrict 
the President’s ordinary power to remove executive officers appointed by him. 

The following provisions of the Tennessee Valley Authority Act (48 Stat. 
58, 60, 63) are the only statutory provisions bearing upon the question: 

Sec. 4. (f). “The board shall select a treasurer and as many assistant 
treasurers as it deems proper, which treasurer and assistant treasurers 
shall give such bonds for the safe-keeping of the securities and moneys of 
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With the exception of the cumbersome provision for impeach- 
ment, the Constitution does not mention directly the power of re- 
moval. The so-called “decision of 1789” has been cited as showing 
that the First Congress construed the Constitution as vesting in 
the President, an inherent power of removal. The power to ap- 
point, though done with the advice and consent of the Senate, 
carries with it the power of removal. Shurtleff v. United States, 
189 U. S. 311, 23 Sup. Ct. 535, 47 L. ed. 828 (1903) (a general 
appraiser of merchandise, removable without cause). The legis- 
lative decision of 1789 and the subsequent acquiescence by the 
branches of the Government for seventy-four years, influenced 
Chief Justice Taft to announce a return to the “inherent power” 
doctrine. Myers v. United States, 272 U. S. 52, 47 Sup. Ct. 21, 
41 L. ed. 160 (1926) (postmaster removed without cause). <A 
more narrowed concept was established by the Supreme Court, 
when they held that an official exercising quasi legislative and quasi 
judicial powers, could not be removed without cause. Humphrey's 
Executor v. United States, 295 U. S. G02, 55 Sup. Ct. 369, 79 L. 
ed. 1611 (1935) (a member of the Federal Trade Commission). 
This latter case explained the Shurtleff decision and limited the 
Myers decision to removals of purely executive officers. It had 
the further effect of reinvigorating one of the essential postulates 
of Marbury v. Madison. 1 Cranch 137, 2 L. ed. 60 (1803), that a 
justice of a peace for the District of Columbia was not removable 
at the President’s will. 


the said Corporation as the board may require: Provided, That any mem- 
ber of said board may be removed from office at any time by a concurrent 
resolution of the Senate and the House of Representatives.” 

Sec. 6. “In the appointment of officials and the selection of employees for 
said Corporation, and, in the promotion of any such employees or officials, 
no political test or qualification shall be permitted or given consideration, 
but all such appointments and promotions shall be given and made on the 
basis of merit and efficiency. Any member of said board who is found by 
the President of thie United States to be guilty of a violation of this section 
shall be removed from office by the President of the United States.” (Italics 
supplied. ) 

The provision in section 4(f) that members of the Board may be removed 
by concurrent resolution of the Senate and House does not, and could not 
have been intended to, provide an exclusive means of removal. This is demon- 
strated by the provision in section 6 that under certain conditions the President 
shall remove. Perhaps the most that can be said of the provision in section 
4 (f), under the circumstances, is that it was intended to provide a method of 
removal by the legislative branch in addition to the more cumbersome method 
of removal by impeachment. 

The provision in section 6 that the President shall remove members of the 
Tennessee Valley Authority Board for violation of the inhibition against ap- 
pointments and promotions for political reasons, cannot be construed as an 
intendment with statutory force that he shall not remove them for other causes. 
To authorize the President to remove a director for mere consideration of a 
political endorsement in appointing a minor employee, and yet to deny him 
the power to remove a director for more substantial causes (perhaps amounting 
to malfeasance in the highest degree) would be an absurdity—and the rules of 
construction do not permit an interpretation which would attribute to the 
Congress the intendment of an absurd result. 

It is my opinion that you have the power to remove members of the Ten- 
nessee Valley Authority from office. 
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The Attorney General regards the functions of the T. V. A. as 
executive and reasons from the Myers case, that the express stat- 
utory grant of power merely auguments the President’s inherent 
authority. If it is assumed that a member of the T. V. A. is a 
member of the executive branch of the government, the Myers case 
even as limited by Humphrey's Executor v. United States, supra, 
should be controlling and the problem of statutory construction is 
not involved. 


The status of the T. V. A., framed as it is in its corporate form, 
has not been judicially determined. Cf, Springer v. Government 
of Phillipine Islands, 277 U. S. 189, 48 Sup. Ct. 480, 72 L. ed. 
845 (1928). An approach to the problem of the correct categori- 
zation of the T. V. A. could be made from several angles: (1) a 
historical view of the function performed; (2) an abstract classi- 
fication of the function; (3) a classification according to the de- 
partment of government exercising paramount control of the agency. 
Historically, T. V. A. can be traced to the Muscle Shoals Nitrate 
plants, but in general, its activity is an experiment in Government 
which receives little help from any historical investigation. Its 
nominal justifications, i.e., national defense, flood control, and navi- 
gation, are matters of Federal concern that in one way or another 
have been the objects of both legislative and executive action. If 
it is recognized that one of the functions of the T. V. A. is to 
serve as a yardstick for utility rate regulation, the doctrine that 
fixing a rate is a legislative function is involved. Prentis v. Atlantic 
Coast Line Co., 211 U. S. 210, 29 Sup. Ct. 67, 53 L. ed. 150 (1908). 
A direct attempt at rate regulation by one of the other branches 
violates the separation of powers doctrine. Western Union Tele- 
graph Company v. Myatt, 98 Fed. 335 (C. C. D. of Kan. 1899). 
Any indirect attempt by either of the other two branches of the 
government is frowned upon. Newton v. Consolidated Gas Co. 
of New York, 258 U. S. 165, 42 Sup. Ct. 264, 66 L. ed. 538 (1932). 

Obviously the T. V. A. could have been set up under one of the 
existing departments, such as the Department of the Interior; 
Congress in embarking the government into hitherto considered pri- 
vate spheres, chose the corporate form. Incorporation is usually 
recognized as securing the optimum of independence and flexi- 
bility for a government instrumentality. McIntire; Government 
Corporations as Administrative Agencies, (1936) 4 Gro. WasuH. 
L. Rev. 161. From a practical business standpoint it is highly 
desirable that this government agency should be able to act as nearly 
as possible as an autonomous non-political unit, free from outside 
interference and control. It is submitted that this expression of 
legislative intent, as found in the structure of the T. V. A., should 
not be disregarded. As a legislative offspring, the decision in Hum- 
phrey’s Executor v. United States, supra, would appear to be con- 
trolling, and the extent of the Presidential authority under the stat- 
ute would have to be decided. 

The Attorney General reasons that the provision in section 6, 
that the President shall remove members for political activity, im- 
plies that he may remove them for other causes, and that section 4, 
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merely reserves to Congress a concurrent power along with the 
President. This conclusion is not the only necessary conclusion 
based on sound statutory construction. “The use of the words 
‘may’ and ‘shall’ in a statute is not controlling on question whether 
statute is mandatory or directory, since either word may be held 
mandatory or directory, and courts will consider language used, 
subject matter, importance of provisions, and object intended to 
be secured, and ascertain legislative intent.” State v. Christianson, 
179 Minn. 337, 229 N. W. 313, 316 (1930). If may in section 4 
is used because removal is permissive regardless of cause and shall 
is used in section 6 because removal is a mandatory duty where 
political activity is found, then the force of the argument that may 
implies non-exclusive reservation of removal power is lost. The 
force of the language may is directed to the fact that the removal 
may be the result of cause but need not follow. The agency desig- 
nated as the appropriate repository of this discretionary power of 
removal is Congress, not the President and Congress. The fact that 
Congress expressly legislated with respect to the permissive power 
to remove for cause naming Congress and not the President, im- 
plies an intent to exclude the grant of such power to the President. 
Expressio unius est exclusio alterius. This is further supported by 
reasoning that by specifically delegating the mandatory power of 
removal under section 6 to the President, Congress had the whole 
problem in mind and intended to delegate to the executive the power 
of removal under section 6 and not others. G. M. B. 
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BaALLot — VoTING MACHINE — RIGHT OF VOTER TO WRITE IN 
NAME OF CANDIDATE.—Two statutes of the State of Maryland 
were passed relevant to Official voting in Municipal and State 
Elections. The first statute (Acts 1924, Ch. 581) provided that 
Official ballots without a blank space for the insertion of names 
other than those on the ballot were legal. The second statute (Acts 
1921, Ch. 120) provided for the rejection of ballots on which voters 
had written their personal choice. The City of Baltimore by statute 
(Acts 1937, Ch. 94) was authorized to purchase voting machines. 
A suit was brought involving the contract of purchase. Held, that 
despite the above statutes the contract was void because, as the 
machines were so constructed that voters could not write in the 
name of a candidate other than those whose names were printed on 
the ballot, their constitutional right of suffrage was impaired. Fur- 
ther, the Legislature could not by statute impair the constitutional 
rights of a citizen to vote for the candidate of his choice. Jackson, 
v. Norris; the Same v. Daly, 195 Alt. 577 (Md. 1937). 

The instant case seems to fall in line with decisions reflecting 
“the majority view”, State v. Dillon, 32 Fla. 545, 14 S. 383 (1893) ; 
Littlejohn v. People, 52 Colo. 222, 121 Pac. 159 (1912) ; cited with 
approval in Hanna v. Young, 84 Md. 179, 183 (1896); contra: 
Chamberlain v. Wood, 15 S. D. 218, 88 N. W. 109 (1901) ; Metze 
v. McElroy, 44 La. Ann. 796, 11 So. 133 (1892); McKenzie v. 
Boykin, 111 Miss. 256, 71 So. 382 (1916). It seems well estab- 
lished that there is no natural right to vote nor is the right of suf- 
frage a necessary attribute of national citizenship, U. S. v. Cruik- 
shank, 92 U. S. 547, 23 L. ed. 588 (1875) ; State v. Black, 54 N. J. 
L. 446 (1892) ; also that the United States has no voters of its own 
creation within the states, Minor v. Happersett, 21 Wall. 162 (U. S. 
1874). Although Congress has no right to prescribe the qualifi- 
cations of electors, the right to vote for members of Congress is 
fundamental and is based upon the Constitution, Swafford v. Tem- 
pleton, 185 U. S. 487, 22 Sup. Ct. 783, 4 L. ed. 1005 (1901) ; Wiley 
v. Sinkler, 179 U. S. 58, 21 Sup. Ct. 17, 45 L. ed. 84 (1900); Ex 
parte Yarbrough, 110 U. S. 651, 4 Sup. Ct. 152, 28 L. ed. 274 
(1883), and the states have no right to prescribe the qualifications 
of voters for members of Congress, Wiley v. Sinkler, supra; Ex 
parte Yarbrough, supra; U. S. v. Goldheim, 25 Fed. Cases No. 15, 
225, 3 Woods 187 (1878) ; nor do the electors for members of Con- 
gress owe their right to vote to the state law in any sense which 
makes the exercise the right to depend exclusively on the law of the 
state. U.S. v. Goldman, supra. 

The right to vote is a political right or privilege to be given or 
withheld at the exercise of the law making power of the sovereign. 
Riter v. Douglas, 32 Nev. 400, 109 Pac. 444 (1910) ; People v. Bar- 
ber, 48 Hun. (N. Y.) 198 (1888) ; Morris v. Powell, 125 Ind. 281, 25 
N. E. 221 (1890). It can emanate only from the people, either in 
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their sovereign statement of organic law or through legislative en- 
actment which they have authorized. Indianapolis Election Comrs. 
v. Knight 187 Ind. 108, 117 N. E. 565 (1917). It is not included among 
the rights of property or person, Ashley v. Three Justices Super. Ct., 
228 Mass. 63, 116 N. E. 961 (1917); Riter v. Douglass, supra. 

In some jurisdictions the right to vote is considered more than a 
mere privilege. State v. Phelps, 144 Wis. 1, 128 N. W. 1041 (1910). 
In some it has been declared to be an inherent right. Jn re Holman, 92, 
N. J. 182, 104 A. 212 (1918) ; contra Carpenter v. Cornish, 83 N. J. 
L. 696, 85 Atl. 240 (1912). These decisions have been explained on 
the ground that they use the word “vested,” with reference to the 
voting right, in the sense that the right cannot be taken away except 
by the power which conferred it. White v. Multnomah County, 13 
Or. 317, 10 Pac. 484 (1886); State v. Baker, 38 Wis. 71 (1875). 
In England it has been held that the elective franchise is a vested 
right. Ashby v. White [1702] 2 Ld. Raym. 938, 93 Reprint 126. 

It is the states which have the supreme and exclusive power to 
regulate the right of suffrage and determine the class of inhabit- 
ants who may vote. Guinn v. U. S., 238 U. S. 347, 35 Sup. Ct. 926, 
59 L. ed. 1340 (1914); U. S. v. Reese, 92 U. S. 214, 23 L. ed. 
563 (1875) ; U. S. v. Cruikshank, supra. This state right is, of course, 
subject to constitutional restrictions as to race, color, and previous 
condition of servitude. It is only in connection with the fifth 
Amendment that Congress has power to legislate upon the subject of 
state and municipal elections. Myers v. Anderson, 238 U. S. 368, 
35 Sup. Ct. 932, 59 L. ed. 1349 (1914); U. S. v. Reese,, supra. 


It seems to be a common provision of the state statutes that offi- 
cial ballots shall be printed and distributed at public expense and 
that they shall be used to the exclusion of all others. Cain v. 
Moore, 74 Fla. 77, 76 So. 337 (1917) ; Current v. Luther, 164 Ind. 
252, 72 N. E. 556 (1904) ; Cook v. Fisher, 100 Iowa 27, 69 N. W. 264 
(1896). Usually such statutes are mandatory that no other ballots shall 
be counted. State v. Bernholt, 106 Iowa 157, 76 N. W. 662 (1898) ; 
Comr. v. Combs, 120 Ky. 368, 86 S. W. 697 (1905). 

These laws are not objectionable as long as the electors have the 
right and opportunity to vote for whom they please by inserting in 
such ballot the name of any person for whom they may desire to 
vote, Taylor v. Bleakley, 55 Kans. 1, 39 Pac. 1045 (1895) ; State v. 
Ratliff, 108 Miss. 242, 66 So. 538 (1914) Cook v. State, 90 Tenn. 
407, 16 S. W. 471. It is not ordinarily regarded as within the 
power of the legislature to restrict electors in their choice of can- 
didates or prohibit them from voting for persons whose names are 
not printed on the ballot. Bair v. Cardell, 173 Iowa 18, 155 N. W. 
312 (1915) ; Bowers v. Smith, 111 Mo, 45, 20 S. W. 101 (1892) ; 
contra: Chamberlain v. Wood, supra; McKenzie v. Boykin, supra. 

The fact that a person has not been nominated as a candidate 
does not render him ineligible for office or preclude the electors 
from voting for him, or invalidate votes so cast, Miller v. Childs, 
28 Cal. App. 478, 152 Pac. 972 (1915); Lacombe v. Laborde, 132 
La. 435, 61 So. 518 (1912) ; Bair v. Cardell, supra; contra: Herman 
v. Lampe, 175 Ky. 109; 194 S. W. 122 (1917). 
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Except in some jurisdictions, statutes authorizing the use of 
voting machines are generally held not to be unconstitutional if 
provision is made to accomodate the voters who may wish to vote 
for persons other than those named on the official ballot, and if the 
right of casting a secret ballot is not violated. People v. Taylor, 
257 Ill. 192, 100 N. E. 534 (1912) ; Spickermann v. Goddard, 182 
Ind. 223, 107 N. E. 2 (1914); Elwell v. Comstock, 99 Minn. 261, 
109 N. W. 113 (1906) ; contra: Nicholas v. Boston Election Comrs., 
196 Mass. 410, 82 N. E. 50 (1907); State v. Election Deputy, 80 
Ohio St. 471, 89 N. E. 33 (1909). Where, in case more than one 
candidate is to be elected to an office, it is impossible to arrange 
the names on the machines so as to permit the voters to vote for 
certain combinations of candidates, the machines cannot lawfully 
be used. Helme v. Leanawee County Election Comrs. 149 Mich. 
390, 113 N. W. 6 (1907). A statute which provides that where a 
voter desires to vote for a combination of candidates which can- 
not be voted on the machine he may apply for a paper ballot is 
unconstitutional in that it violates the right of the elector to a secret 
ballot, Helme v. Leeanawee County Election Comrs., supra. 

It has also been held that a voting machine must be so constructed 
and operated as to accurately take and register the will of the voter. 
State v. Keating, 53 Mont. 371, 163 Pac. 1156 (1917) ; Matter of Pen- 
ner, 77 Misc. 634, 138 N. Y. 507 (1912). Where preferential voting 
is permitted machines which will not register such voting cannot be 
used. State v.Widule, 158 Wis. 387, 149 N. W. 212 (1914). Fur- 
ther, a vote cast through the medium of a voting machine is complete 
when the voter complies with the prescribed regulations for its use 
so as to indicate his choice, regardless of any failure of the machine 
to work properly. People v. Wintermute, 194 N. Y. 99, 86 N. E. 
818 (1909). 

In view of the above cited cases, it would seem that the principal 
case is one more in a long series of decisions directed towards safe- 
guarding the citizen’s right to be free in his choice of and active 
participation in electing to office those whom he deems fit for such 
position. W. R. P., Jr. 


INTERNATIONAL LAwW—GOVERNMENT OWNED PROPERTY—LIBEL 
—IMMUNITY OF PuBLIC VESSEL. — On October 10, 1936, 
the Spanish Government issued a decree attaching the Navemar, 
a steamship owned by a Spanish corporation, and declaring her to 
be in the service of the Spanish Government. The master of the 
Navemar placed his ship at the disposal of the Spanish Consul at 
Buenos Aires, who indorsed upon the ship’s roll and registry a notice 
that the ship had become the property of the Spanish Government, 
but allowed the vessel to continue her voyage to New York. Upon 
her arrival there, the vessel discharged her cargo and moved to an- 
other anchorage to undergo repairs, pursuant to instructions from 
the corporation, but her master received $300 from the Spanish 
Consul at New York for expenses of the vessel. The Spanish 
Consul appointed a new master to take charge, whereupon the cor- 
poration filed a possessory libel. A default decree was entered, 
and possession was delivered to the libelant. The Spanish Am- 
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bassador sought to intervene and assert the claim of the Spanish 
Government, but his motion was denied. On appeal, the Circuit 
Court of Appeals, Second Circuit, reversed this decree, with direc- 
tions to dismiss the libel for want of jurisdiction. Held, that the 
district court had jurisdiction to entertain the libel, but that the 
Spanish Ambassador must be permitted to intervene and assert the 
claim of his government. Compania Espanola de Navigacion Mar- 
itima S. A. v. The Navemar, 58 Sup. Ct. 432 (U. S. 1938). 

When a vessel engaged in private commerce but claimed by a 
foreign government is libeled, the manner of presenting the fact 
of such ownership is important. The mere suggestion of govern- 
ment ownership by counsel as americus curi@ is insufficient. Ex Parte 
Muir, 254 U. S. 522, 41 Sup. Ct. 185, 65 L. ed. 383 (1920). A 
suggestion filed by the Consul General of the claimant nation is 
likewise insufficient, Transpartes Maritimos do Estado v. De Si- 
mone, 260 U. S. 151, 43 Sup. Ct. 15, 67 L. ed. 179 (1922) ; as is 
one filed even by the Ambassador of that nation. The Pesaro, 255 
U. S. 216, 41 Sup. Ct. 308, 65 L. ed. 595 (1921). The foreign 
government may assert its ownership through diplomatic channels, 
and, if the claim is recognized by the executive branch of the gov- 
ernment, it is the duty of the courts to release the vessel. The Ex- 
change, 7 Cranch. 116, 3 L. ed. 287 (1812). The foreign govern- 
ment is also entitled to appear, in its own name or that of its ac- 
credited and recognized representative, in a pending suit and assert 
its claim. The Sapphire, 11 Wall. 164, 20 L. ed. 127 (1870); 
Columbia v. Cauca. Co., 190 U. S. 524, 23 Sup. Ct. 704, 4 L. ed. 
1159 (1903); Ex Parte Muir, supra. 

It is well settled that the legislation of any nation has no extra- 
territorial force as a matter of right. The Appollon, 9 Wheat. 
362, 6 L. ed. 1116 (U. S. 1824); Story, Conriict or Laws (8th 
ed. 1883) §20. The extent to which such legislation is enforced 
by another sovereignty depends on international comity. Bank of 
Augusta v. Earle, 13 Pet. 519, 10 L. ed. 274 (1839). Foreign 
legislation will not be accorded recognition and enforcement when 
such legislation is opposed to the public policy of the forum. Pren- 
tiss v. Savage, 13 Mass. 20 (1816). The Supreme Court has rec- 
ognized the right of a state to refuse to give effect to a transfer, 
made elsewhere, of property which is within its own territorial 
limits if the transfer is in conflict with its public policy. Green v. 
Van Buskirk, 5 Wall. 307, 18 L. ed. 599 (1866) ; Clark v. Willard, 
294 U. S. 211, 55 Sup. Ct. 356, 79 L. ed. 865 (1935). The taking 
of private property without just compensation is contrary to the 
public policy of this country, as declared by the Fifth Amendment 
to the Constitution. Our constitution and policies, however, have 
no extraterritorial effect unless in respect of our own citizens. 
What another country has done in the way of taking over 
property of its nationals, especially its corporations, is not a matter 
of judicial consideration here. United States v. Belmont, 301 U. S. 
324, 57 Sup. Ct. 758 (1936). See (1938) 6 Gro. Was. L. REv. 
224. In the principal case, however, it is not clear that there was 
intended a confiscation of private property, for, although there was 
no express promise of compensation in the requisition decree, 295 
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Gaceta de Madrid 293 (Oct. 11, 1936), the present Spanish consti- 
tution forbids the confiscation of private property. Constitution De 
La Republica Espanola (1931), Art. 44; Revista General De Legis- 
lacion v. Jurisprudencia (1931); 231 Boletin Legislativo 501. 

If the requisition decree be considered as a capital tax, the courts 
of this country will not enforce it. The principles of comity do not 
require the enforcement of foreign tax laws. State of Colo. v. Har- 
beck, 232 N. Y. 71, 133 N. E. 357 (1921); Queen of Holland v. 
Drucker, Ch. 877, [1928]. 


It would seem, then, that the main question in the principal case 
is whether the Spanish Government had acquired actual possession 
of the vessel prior to its entrance into American territory, since 
otherwise, apparently, the requisition decree would have no effect 
here. The Supreme Court held that the district court, on the evidence 
before it, rightly concluded that such possession had not been estab- 
lished. Actual possession and control of, not merely title to, a vessel 
is necessary to give immunity to a public vessel. The Davis, 10 Wall. 
15, 19 L. ed. 875 (U. S. 1869) ; Long v. The Tampico, 16 Fed. 491 
(S. D. N. Y. 1918). It has been held, however, that the commission 
of a public vessel, signed by the proper authorities of the country 
to which she belongs, is complete proof of her public character, and 
the court will not inquire into the means by which title was acquired. 
The Santissima Trinidad, 7 Wheat. 283, 5 L. ed. 454 (U. S. 1822). 
No authority can be found as to the effect of a ship’s roll and registry 
in determining title and control of the vessel. It was held in a recent 
British case, involving the effect of a comparable decree of the Span- 
ish Government, that some recognition by the ship’s officers that they 
were controling the vessel on behalf of their government is sufficient 
to establish immunity. The Cristina, 59 Lloyd’s List Law Reports 
43 (Gr. Br. 1937). 

For a discussion of the present case as decided in the district court, 
Eastern District New York, see (1937) 37 Co. L. Rev. 655, (1937), 
50 Harv. L. Rev. 827, and, as decided in the Circuit Court of Ap- 
peals, see (1938) 6 Gro. Wasn. L. Rev. 222. For an excellent dis- 
cussion of the problem of immunity of public vessels, see Raymond, 
Sovereign Immunity in Admiralty (1931) 9 Tex. L. Rev. 519. For 
a discussion of the “territorial” theory in the conflict of laws and 
the public policy exception, see Lorenzen, Territoriality, Public Pol- 
icy and the Conflict of Laws (1924) 33 Yate L. J. 311. 

It is submitted that, in view of the increasing number of confis- 
catory decrees of foreign governments, the courts of this country 
cannot permit a foreign government to assume control of a private 
vessel within American jurisdiction by virtue of a confiscatory de- 
cree and claim immunity for that vessel in American courts. It 
would seem, also, that immunity of public vessels of foreign gov- 
ernments engaged in commercial pursuits in competition with pri- 
vately owned vessels should be restricted, otherwise an unfair ad- 
vantage is given to such government owned vessels, inasmuch as 
they are relieved of the delays and expenses occasioned by libels in 


admiralty, whereas private vessels are subject to these delays and 
expenses. R. E. G. 
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PATENTS—INTERFERENCE—BILL IN Eguity—R. S. 4915—Bur- 
DEN OF Proor.—The Board of Appeals of the Patent Office awarded 
priority in an interference proceeding to G. The losing party, A, 
filed a bill in equity under R. S. 4915 as amended, 35 U. S. C. § 63 
(1934) in the District Court of Delaware. This court reversed ‘the 
decision of the Board of Appeals in view of all the evidence sub- 
mitted in the trial of the case and that taken in the Patent Office 
interference. The decision questioned the rule of Morgan v. Daniels, 
153 U. S. 120, 14 Sup. Ct. 772, 38 L. ed. 772 (1894), and stated that, 
in view of the 1927 Amendment to R. S. 4915 which permits the in- 
troduction of the Patent Office interference record as primary evi- 
dence, it is doubtful that the rule of Morgan v. Daniels still exists. 
The court held it to be unnecessary to apply the decision, however, 
since the evidence showed that the Patent Office was in error. Held, 
that the amendment to R. S. 4915 providing for the admission of 
the Patent Office interference record does not abrogate the rule of 
Morgan v. Daniels and applying this rule the bill should be dismissed. 
General Talking Pictures Corp. et al. vy. American Tri-Ergon Corp. 
et al, 36 U. S. P. Q. 428 (C. C. A. 3d, 1938), rev’g 8 F. Supp. 
108 (Del. 1934). 

Morgan v. Daniels held that in order to overcome the decision of 
the Patent Office tribunals the appellant must present evidence of 
such character and sufficiency as to carry thorough conviction that the 
administrative ruling was in error. This case has been followed 
continuously since the decision was rendered. For a discussion of 
its application, see note supra page 520. 

The appellate court in reaching this conclusion held that the evi- 
dence submitted in the present proceeding contained nothing of suf- 
ficient importance to overcome the findings of the Patent Office 
tribunals and therefore the rule enunciated by the Supreme Court in 
Morgan v. Daniels was held to apply. 

The court pointed out that the amendment was designed merely 
to avoid the expensive and arduous task of introducing once again 
the evidence in the equity proceeding which had already been intro- 
duced in the Patent Office interference. Thus it is possible after 
the amendment to bring in the Patent Office interference record which 
previously could be introduced only as secondary evidence after 
Jaying a proper foundation for it. The lower court, although not 
basing its decision on the point, seemed to consider this change an 
abrogation of the rule of Morgan v. Daniels, but the upper court 
explicitly stated that this was not the case. 

The Circuit Court of Appeals also pointed out that Morgan v. 
Daniels had been specifically applied after the enactment of the 
amendment to R. S. 4915, although the amendment was not referred 
to in the decisions. Powell v. McNamara, 74 F. (2d) 750 (C. C. A. 
2d, 1935) ; Bayer v. Rice, 75 F. (2d) 750 (App. D. C. 1934). Other 
decisions not cited by the court are: Hernandez v. Prizma Inc., 39 F. 
(2d) 196 (Maine, 1930) and Austin v. Coe, 69 F. (2d) 832 (App. 
D. C. 1934) ; Greene v. Beidler, 58 F. (2d) 207 (C. C. A. 2d, 1932) 
and Dowling v. Jones, 67 F. (2d) 537 (C. C. A. 2d, 1933). While 
the Austin case was a suit against the Commissioner under R. S. 
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4915, still the court applied Morgan v. Daniels because the case was 
brought up on the same record used in the lower tribunals with no 
additional evidence and, therefore, there was no equitable basis for 
the suit. In the Dowling case the court stated that it was assumed 
that Morgan v. Daniels applies after as well as before the 1927 
Amendment to R. S. 4915. 

The well established rule of Morgan v. Daniels appears to be 
strengthened by this decision of the third Circuit Court of Appeals 
overruling virtually the only decision questioning this authority. The 
effect of the amendment of R. S. 4915 as stated by the court appears 
to be sound, the amendment having been enacted for the purpose of 
convenience only, without any intention of changing the long recog- 
nized principle laid down by the Supreme Court. 

B.5.D. 5.6. A. 


PATENTS—VALIDITY—COMBINATION CLAIM.—The plaintiff had 
merely invented an improved coupler for lubricating apparatus but 
instead of patenting it as such, he claimed it in combination with 
the grease gun and fitting. Lubricating devices comprising guns, 
couplers and fittings were old in the art and the old elements did 
not perform any new function in combination with the improved 
coupler. The defendant manufactured and sold fittings intended 
to be used with the plaintiff’s improved coupler, but contended that 
he could not be liable on a charge of contributory infringement since 
the part sold by him was old in the art and was not part of the 
plaintiff’s invention. Held, that the claiming of the improved cou- 
pler in combination with the old elements which performed no new 
function in the claimed combination renders the claim void. Lincoln 
Engineering Co. v. Stewart-Warner Corp. (82 L. ed. Adv. op. 695) 
Mar. 28, 1938. 


Claims to a true combination are not invalid because some of the 
elements are old in the art, and under certain circumstances one fur- 
nishing parts of the combination may be liable as a contributory 
infringer. Leeds and Catlin v. Victor Talking Machine Co., 213 
U. S. 301, 29 Sup. Ct. 495, 53 L. ed. 805 (1909). The doctrine of 
the Leeds case was expressly preserved by the Court in the present 
case. 

The Patent Office tribunals have repeatedly rejected claims to 
“exhausted” combinations where the only improvement was in a 
single element of an old combination. In re Germantown Trust Co., 
57 F. (2d) 365 (C. C. P. A. 1932). The Federal courts have ap- 
plied this principle of patent law in certain instances as shown in 
the case of Langan v. Warren Axe and Tool Co., 184 Fed. 720 
(C. C. A. 3d, 1911), but more often, since the question ordinarily 
arises in connection with a charge of contributory infringement, this 
recognition of the rule outside of the Patent Office has been by way 
of dicta. Fruehauf Trailer Co. v. Highway Trailer Co., 54 F. (2d) 
691, 709 (E. D. Mich. 1931). The decisions in such cases are 
usually based on the ground that the sale of the old parts does not 
constitute contributory infringement, rather than on the ground that 
the patent is invalid as claiming more than the invention. Rogers v. 
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Alemite Corporation reported with Bassick Manufacturing Co. v. 
Hollingshead Co., 298 U. S. 415, 56 Sup. Ct. 787, 80 L. ed. 
1251 (1936). 

In rendering the present decision, the Court relied heavily upon 
the Rogers case. This reliance was undoubtedly justified by the 
marked similarity between the facts of the two cases. Both involved 
a charge of contributory infringement for the sale by the defendant 
of old parts of lubricating devices claimed in combination with the 
improved couplers. In the Rogers case relief was denied merely on 
the ground that the patentee’s monopoly did not extend to the sale 
of the old elements called for in the claim. In the present case, al- 
though the Court could have rendered the same decision of non- 
infringement, it chose to go farther and hold the patent void. 

This drastic action on the part of the Court in the present case, 
although fully justified by the decisions in the Langan and similar 
cases, would seem primarily to show an increasingly unfavorable at- 
titude on the part of the Court toward the use of this type of claim 
to retain control of the art by means of improvement patents. 


W. E. R. 


TRADE REGULATION—TRADE-MarRKS AND TRADE NAMES—TER- 
RITORIAL EXTENSION OF TRADE-MARK—PROTECTION COEXTENSIVE 
witH TrADE.—The appellant, bakers and distributors of bread and 
baking products, adopted and appropriated in 1915 the word “Bond” 
as its trade-mark. During the period between the first adoption and 
use and the commencement of this suit, the mark had been used on 
over 4 billion loaves of bread distributed throughout 25 states. In 
Illinois upward to 5 million loaves of bread had been sold under 
this mark. The appellee operated 9 large department stores in Chi- 
cago and vicinity and had first used the words “Goldblatt Bond” in 
1931 as a technical trade-mark on razor blades, shaving cream and 
cigars. They later extended the use of this mark to some 300 other 
products which they sold in their stores, one of these articles being 
bread. The appellee did not sell outside of a territory within a 
radius of 50 miles from Chicago and the parties had never been in 
actual competition. The appellant in 1935 upon learning of the use 
of the words “Goldblatt Bond’ on bread, notified the appellee to 
discontinue its use of the word “Bond,” and upon their refusal to 
do so, brought suit for the infringement of a registered trade-mark. 
Held, that the protection of a trade-mark has territorial limits coin- 
cident with the limitations of the trade which it is presumed to pro- 
tect, and since the appellant had not extended its trade into the 
territory served by the appellee, suit for the infringement of the 
trade-mark may not be maintained, General Baking Co. v. Goldblatt 
Bros., 90 F. (2d) 241 (C. C. A. 7th, 1937). 

A trade-mark is a name, sign, symbol or device which is attached 
to goods offered for sale in the market so as to distinguish them 
from similar goods, and to identify them with a particular trader, as 
owner of a particular business or as having been made, worked on, 
imported, selected, certified or sold by him. For other definitions 
see Canal Company v. Clark, 13 Wall. 311, 322, 20 L. ed. 581, 583 
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(U. S. 1871); Beech Nut Packing Co. v. P. Lorillard Co., 273 
U. S. 629, 47 Sup. Ct. 481, 71 L. ed. 810 (1927); Schecter, The 
Rational Basis of Trademark Protection (1927) 40 Harv. L. Rev. 
813. The proper and primary function of a trade-mark is to identify 
the origin and ownership of the article to which it is affixed. Han- 
over Milling Co. v. Metcalf, 240 U. S. 403, 36 Sup. Ct. 357, 60 L. ed. 
713 (1916). The basis for trade-mark protection has often been 
said to be twofold, namely, to protect the owner of the trade-mark in 
his property, and to protect the public from being deceived in that 
they purchase one article believing it to be that of another. The 
concept that the trade-mark is property is no longer generally ac- 
cepted. Rogers, Protection of Industrial Property (1927) 27 Micu. 
L. Rev. 491. Contra: Bourjois & Co. v. Katzel, 260 U. S. 689, 33 
Sup. Ct. 244, 67 L. ed. 464 (1923). Actually it is not the trade-mark, 
but the good will in connection with which the mark is used, that 
is protected. Pulitzer Pub. Co. v. Houston Printing Co., 4 F. (2d) 
924 (D. C. Texas, 1925), aff'd, 11 F. (2d) 834, cert. den., 273 U. S. 
694, 47 Sup. Ct. 91, 71 L. ed. 844 (1926); Beech Nut Packing Co. 
v. P. Lorillard Co., supra. 

The request for relief in the instant case was based on a suit for 
the infringement of a registered trade-mark. An infringement of 
a trade-mark consists of an unauthorized use or colorable imitation 
of a mark upon substituted goods of the same class as those on which 
the mark had been appropriated. Amoskeag Mfg. Co. v. Trainer, 
101 U. S. 51, 25 L. ed. 293 (1879) ; Canal Company v. Clark, supra. 
A mark, name, or device is said to infringe another if there is suffi- 
cient resemblance to make it probable that ordinary people, using 
the degree of care that such persons usually use in purchasing com- 
modities like those before the court, would be deceived and buy one 
article thinking it to be the other. Rocrrs, Goop Wi, TRADE- 
Marks AND UNFAIR TRADING (1914) p. 65. Also see McDonald 
& Morrison Mfg. Co. v. Mueller Mfg. Co., 183 Fed. 972 (C. C. A. 
8th, 1910) and OpPpENHEIM, CasSEs ON TRADE REGULATION (1936) 
p. 232, n. 50. 

Generally speaking, the owner of a trade-mark has the right to its 
exclusive use. If this were not so, then the mark used would not 
indicate the origin or ownership of the goods to which it was affixed. 
When two parties enter the same territory at the same time and use 
substantially the same mark on similar goods or goods of the same 
descriptive properties, the senior appropriator of that mark alone 
retains the right to its use in that territory. The senior appropriator 
will likewise be protected against the use of the same or similar mark 
by a subsequent user on the same class of goods or related goods in 
the territory actually served by the senior appropriator. The trade- 
mark, however, is not a right in gross. United Drug Co. v. Rectanus, 
248 U. S. 90, 39 Sup. Ct. 48, 63 L. ed. 141 (1919). It is collateral 
and appurtenant to the carrying on of a particular business, and can- 
not exist apart from the business to which it points and of which 
it is incident. Kotabs, Inc. v. Kotex Co., 50 F. (2d): 810 (C. C. A. 
3d, 1931), cert. den. 284 U. S. 665, 52 Sup. Ct. 41, 76 L. ed. 563 
(1931) ; Storm Waterproofing Corp. v. Sonneborn Sons, 31 F. (2d) 





APy, 
a 
4 
a 
a 
é 
‘4 
A 
as 


RECENT CASES 549 


992 (D. C. Del., 1929); President Suspender Co. v. MacWilliam, 
238 Fed. 159 (C. C. A. 2d, 1916), cert. den., 243 U. S. 636, 37 Sup. 
Ct. 399, 61 L. ed. 941 (1917). The owner’s right to have his mark 
protected is coéxtensive with the territory throughout which it is 
known and from which it has drawn trade, and to the extent the 
mark has been extended and its meaning become known, it will be 
entitled to protection. Hanover Milling Co. v. Metcalf, supra. The 
protection, however, will not be granted against a subsequent user 
and appropriator, who in good faith adopts and uses the mark in 
the territory where the senior appropriator has not as yet penetrated. 
But good faith by the junior appropriator has been held to be mate- 
rial. United Drug Co. v. Rectanus, supra; Hanover Milling Co. v. 
Metcalf, supra; Sweet Sixteen Co. v. Sweet “16” Shop, Inc., 15 F. 
(2d) 920 (C. C. A. 8th, 1926). The owner of the mark cannot 
monopolize markets that he has never reached with his trade, and 
these markets will not forever be kept open for him. Cohen v. Nagle, 
76 N. E. 276, 190 Mass. 4 (1916). The mark itself cannot travel 
to markets where there is no article to wear the badge and no trader 
to offer the article. Hanover Milling Co., v. Metcalf, supra. It car- 
ries no monopoly of use beyond the market of the person claiming it. 
Good Housekeeping Shop v. Smitter, 236 N. W. 872, 254 Mich. 592 
(1931). The right to the exclusive use of the mark, therefore, seems 
to extend only to those markets where the trader’s goods have be- 
come known and identified by the use of his mark. Sweet Sixteen 
Co. v. Sweet “16” Shop, Inc., supra. 

Since a trade-mark is only protected when used in connection with 
the trade or business with which it is identified, it is submitted that 
the refusal to grant relief in the instant case is sound. The appellant 
had not extended its trade into the territory served by the appellee. 
Neither had they established bad faith on the part of the appellee 
in the adoption of the mark “Goldblatt Bond.” The lower court 
held that the marks used were not confusingly similar even if used 
on goods of the same descriptive properties within the same territory. 
The fact that the appellant is desirous of entering into the territory 
now served by the appellee does not of itself seem to be a sufficient 
basis for granting relief. At the time of the trial, the appellant had 
not taken any affirmative steps to enter this territory. The court in- 
dicated that the appellant was free to use the mark in the territory 
now being served by the appellee and if these marks were found to 
cause confusion as to source of the product, suit could be brought 
at a later date to determine the rights of the parties involved. This 
would seem to indicate that the appellant had prematurely instituted 
his suit for the infringement of his trade-mark. mg. A. ¥. 
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BusiINEss UNDER THE NEw Price Laws. By Zorn and Feldman. 


The Robinson-Patman Act was enacted as an amendment to the 
Federal Anti-trust laws. Like its predecessors it sets up broad 
economic and philosophical standards which business practices and 
prices must avoid. The particular application of these standards was 
left to the courts, and until the courts have built a body of law around 
the Act any discussion of the Act must of necessity be general and 
based on the circumstances and practices that gave rise to the legis- 
lation. This book is a dissection of the Act, set against the back- 
ground of the price and trade practices of the last few decades. The 
first sixty pages are devoted to a brief description of the development 
of these practices. The body of the book takes up the sections of 
the Act and applies them to various situations commonly met with 
in business. The last sixty pages deals with the state laws allowing 
retail price fixing. 

The authors develop the theme that whereas former anti-trust 
legislation was designed primarily to protect the purchasing public, 
the Robinson-Patman Act had for its purpose the maintenance of 
the traditional channels of trade developed during the nineteenth 
century; that is to say, the protection of the wholesaler and small 
independent retailer from the powerful competition of chain stores, 
mail-order houses, super-markets and producer to consumer stores. 
It is on this principle that the Act is interpreted. 

For those who are unfamiliar with the modern distributive system, 
this book gives a clear picture of the methods and problems of dis- 
tribution. For all who have an interest in the Robinson-Patman and 
Price Maintenance Acts this book gives a clear outline of the ques- 
tions that will arise and of the arguments which will be raised in 
dealing with those questions. The authors are to be congratulated 
for striking a middle path between dogmatism on the one hand and 
confusion on the other. Francis HoacveE. 

Cambridge, Mass. 


PRACTICE AND EvIDENCE BEFORE THE U. S. Boarp oF TAX APPEALS. 
By Charles D. Hamel. 


The problems involved in the preparation, presentation and ter- 
mination of tax controversies are very difficult and intricate at their 
best. In Mr. Charles D. Hamel’s, “‘Practice and Evidence Before the 
U. S. Board of Tax Appeals,” is found an aid to the legal profession 
in this field which can only come from a person with such abundant 
experience in tax work. Mr. Hamel, after resigning from the U. S. 
Board of Tax Appeals, where he was its first Chairman, entered into 
private practice, and has since kept in close contact with both the 
Board and the Bureau of Internal Revenue. 

Not only will this book be of aid to the tax expert, but it will be 
of the highest value to the inexperienced lawyer who for the first 
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time is handling controversies before the Treasury Departments and 
the Board of Tax Appeals. The course of the tax suit is explained 
and elaborated upon from the time the Commissioner determines a 
deficiency to its conclusion before either the Circuit Court of Appeals 
or the United States Supreme Court. Each conclusion drawn and 
each point of law stated is supported with many cases, so as to put 
before the lawyer as many of the authorities as is possible in such a 
compact work as this. 

Mr. Hamel has divided this volume into two principal parts. The 
first one deals with Practice and Procedure before the Board of Tax 
Appeals, while the second one discusses the problems relating to 
Evidence. Both subjects are exhaustively analyzed and carefully 
written so that the reader may quickly and easily get a complete 
picture of the law on the particular point about which he is most 
interested. Mr. Hamel presents a very detailed treatment of the 
Procedure before the Board which alone is extremely valuable to 
lawyers who desire to have the materials easily accessible. 

In the Appendix, consisting of 125 pages, the statutory provisions 
relating to the U. S. Board of Tax Appeals are compiled, together 
with the rules of the Board, the various Board forms, typical Bureau 
letters, and forms for court review of Board decisions. There is 
a table of over 4,000 cases and an index prepared by Clyde Y. Morris, 
Esq., of Washington, D. C., which will meet with the approval of all 
readers because of its clarity and simplicity in searching for the 
desired subject. This book containing in all 558 pages constitutes a 
very useful work since the law in regard to Procedure and Evidence 
before the Board is stated in one volume in clear, concise and au- 
thentic style which is easily readable by the Bar. 

Washington, D. C. RAPHAEL SHERFY. 


STaTE AND NaTIONAL Powrer Over Commerce. By F. D. G. 
Ribble, published by Columbia University Press (1937), $3.00. 


This volume, the third in a series of Legal Studies, edited under 
the auspices of the Faculty of Law of Columbia University, traces 
the course of judicial interpretation of the commerce clause from its 
beginning in Gibbons v. Ogden to the present day. The work should 
be required reading for any one who wishes to understand the 
nature of the judicial process as exemplified in a controversial field 
of our constitutional law. Professor Ribble’s treatment of his subject 
will, furthermore, be of invaluable assistance to those who wish to 
know what the law is, for, while the method is historical, history is 
never permitted to obscure his dominant theme, the boundaries of 
state and national power as they exist today in the pronouncements 
of the Supreme Court. “The effort,” in the words of the author, “‘is 
not made here to consider the interacting forces, social, economic, 
political, merely human, or whatever they may be, which have shaped 
the law, but rather to consider the law which they have shaped.” Yet 
as Mr. Tunstall, who quotes the above in his introductory Foreword, 
aptly observes, “all those ‘interacting forces’ are considered, and 
deeply.” The result is a contribution of surpassing interest, both to 
the student and to the active practitioner. 
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As we know, the Constitution consists of about 3,500 words, of 
which less than two per cent afford the foundational base for the 
cases which have made history. Content has been supplied to slight 
phrases such as the “commerce” clause and the “due process” clauses 
by the Supreme Court. Professor Ribble explores illuminatingly the 
“extensive analogies” between the “commerce” clause and the “due 
process” clause of the Fourteenth Amendment. These are apparent 
“in two distinct particulars: (1) the matter of their extra-territorial 
operation; and (2) the matter of their ‘reasonableness.’” Concur- 
rences are likewise noted between the “commerce” clause and the 
“due process” clause of the Fifth Amendment. Not until about 1890 
did the guarantee of due process come into its own as an effective 
restraint upon state legislative power. Yet, from the beginning, 
Marshall, to whom we are indebted for the doctrine of the exclusive- 
ness of the national power, found in the “commerce” clause an ef- 
fective inhibition against state regulation. Marshall, in a large de- 
gree, was affected by concepts of natural law in vogue in his day. 
With later judges there was a shift from conceptual reasoning to a 
more factual approach, with emphasis upon an inquiry into the sub- 
jects of interstate commerce. 

Over 500 cases are discussed or cited in the book. In some places, 
the discussion is inclined to be repetitious, which is no reflection on 
the author’s skill in arrangement, since in his balanced exposition of 
the law, no significant idea which has influenced its development by 
judicial manufacture through the years,—and for the revelation 
thereof he must need rely frequently upon identical cases—is neg- 
lected. It is to be regretted that the manuscript was apparently com- 
pleted early in 1937, and consequently does not include pronounce- 
ments of the Court during the past twelve months, including its de- 
cisions in the Wagner Labor Act cases. C. M. Cray.? 

Washington, D. C. 


1 Asst. General Counsel, R.. F. C. 








